CHAPTER 6 


TOWNSEND AND ROOSEVELT 


LESSONS FROM THE STRUGGLE FOR ELDERLY 
INCOME SUPPORT 


"Senator, let me ask you what creates income? Nothing in the world but demand. 
Now, let us have demand, an abundant demand and we shall vastly increase the 
national income." 

-— Dr. Francis E. Townsend at a Senate hearing 


Alternative schemes for “saving” Social Security are much in the air, as 
Congress and the President confront the forthcoming retirement of the 
baby boom generation. Social Security was an integral part of the New 
Deal program. Its now-distant Depression-era origins are often cited as 
proof of an overdue need for reform by those calling for radical changes. 
In contrast, to those traditional liberals resisting drastic changes, Social 
Security's New Deal origins put the program on hallowed ground. 

Histories of Social Security's passage focus on the views of the various 
“progressive” reform movements and currents of thought that eventually 
came together to frame the Social Security Act in 1935, The respectable 
reformers, government officials, and business leaders who played a part 
in the Acts creation left behind a paper trail of documents, articles, and 
archives. For academics reviewing this history, there is a natural tendency 
to concentrate on this mainstream documentation. 

There is a troubling element, however, in the bias toward respect- 
ability. It is often the case that those proposing radical economic and 
social remedies have an influence on the political process, even if their 
schemes are not adopted. And the proponents of respectable proposals 
sometimes undertake less than honorable tactics to discredit their radical 
critics. Such tactics are not necessarily given prominent attention when 
the winners write the history of their success. 
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viewed today as a respectable solution? The history of the Townsendites 
suggests a need to reconsider the idea that the boomers will go quietly 
into the sunset along a path chosen by present-day mainstream experts. 
A mote likely scenario is that there will arise off-center political entrepre- 
neurs to harness any discontent felt by the elderly of the future. The issue 
of the future of Social Security is not just a matter to be resolved through 
-economic and actuarial-analysis. History has lessons to teach; although 


At the time Social Security was before Congress, the alternative 
Townsend Plan—a radical pension scheme that attracted millions of 
devoted followers—was also under consideration. Under the Townsend 
Plan, each person over 60 would have been granted a monthly pension 
of $200 per month—a huge sum at the time—on condition he/she not 


work and spend all the money within the month. The Townsend stipend 


was unrelated to past work history or wages. It contained no pre-funding- i 
those researchers and policy makers prominently involved in the contem- 
porary Social Security debate are largely ignorant of those lessons. 


of benefits. The Townsend Plan was decidedly not a mainstream proposal. 
Unlike the Social Security program that emerged, the Townsend Plan did 
not have behind it a long history of academic and political debate. The 
Townsend Plan would have involved a vast income transfer and entailed 


PRESIDENTIAL FEARS 


Certainly, the amount of effort aimed at discrediting the Townsend 
Plan in the 1930s is not consistent with a view of the Townsendites as a 
marginal movement of little importance. In 1936, a Congressional inves- 
tigation was launched into “Old-Age Pension Plans and Organizations.” 
Despite its plural title (Le. “Plans”), the investigation was focused mainly 
on one plan, the Townsend Plan, and on one group, Old-Age Revolving 
Pensions Ltd. (OARP), the official Townsend organization. 

A special “Select Committee” of Congress was established to conduct 
this investigation. Its chair, Congressman C. Jasper Bell of Missouri, 
was chosen because he had a safe seat controlled by the Kansas City 
Pendergast machine. Bell would not have to fear electoral reprisal from 
angry Townsendites, or so the reasoning went within the Roosevelt 
administration that was very much behind the investigation.* The elderly 
voted in large numbers and had time to engage in political action. That 
was true then, now, and will likely be true when the boomers retire. 

Why did the Roosevelt administration feel such stealth was required 
to do battle with Dr. Francis Townsend, an elderly Long Beach, 
California, physician, and his loyal followers? By 1936, the adminis- 
tration already had won enactment of Social Security, which had been 
passed by Congress in 1935. According to one historian, the answer is 
simple: “The Bell Committee's purpose was almost wholly political in 
nature; its objective was the discrediting of the [Townsend] movement 


a major price increase, among other drawbacks. Moreover, the “archives” 
left behind by the Townsendites consist largely of propaganda pamphlets, 
newsletters to the faithful, and an autobiography of its founder. The 
‘Townsend Plan, in short, was not respectable—then or now. 

Yet, although histories of Social Security give Townsend little atten- 
tion, there is grudging acknowledgment thar agitation for the Townsend 
Plan “was a potent political force in the passage of Social Security.” 
One recent historian has suggested that the post-1935 move toward a 
pay-as-you-go model of Social Security—often detested by contem- 
porary critics of the system—had its roots in continuing Townsend 
agitation in the period after the initial Act was passed.* This limited 
recognition of Townsendite influence is reason enough to ré-examine 
the Townsend episode. : 

And there is another reason as well. The current debate over Social 
Security (and Medicare) is being conducted in what has become the 
traditional mode of public policy making. Learned position papers 
are prepared by respectable academics, policy analysts, think tanks, 
commissions, and government agencies. It is assumed implicitly that 
these efforts—as filtered through the political process—will eventu- 
ally produce an acceptable “solution” to the problems posed by the baby 
boomers retirement. 

The question is “acceptable to whom?” Is it really clear thar the elderly 


boomers of, say, 2020 or 2030 will content themselves wich what is 
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and the humiliation of its leader. It aimed to destroy the Townsend orga- 
nizations effectiveness as a political force in the 1936 elections.” 

Surely, if the Townsendites were viewed as a minor fringe element, 
they would not have required such attention from the administra- 
tion and Congress. The only “empirical” test of Townsendite potential 
had been in the earlier a te over Social Seco In that debate, the 


— Plan had ben adopted. But the sss, Bad played 


enough of a role in that debate to suggest that they could be a political 
force in thé upcoming election. Moreover, Townsendism showed no 
sign of disappearing; indeed, it was about to spawn a rash of state-level 
copycat movements all pushing schemes to raise elderly incomes. 

Although it may seem strange in retrospect, in 1936 Roosevelt was nôt 
at all sure of the political outlook for his re-election campaign. The blank 
check given him by Congress in 1933 to deal with the Depression was 
no longer available. Roosevelt faced strong opposition from conservatives 
within his party as well as from Republicans. Louisiana Senator Huey 
Long—a nominal Democrat with his own populist, anti- LReosevele hare 
our wealth” movement—hinted at becoming a candidate for President on 
a third-party ticket. And Long had incorporated pensionite elements into 
his own vague scheme. Some observers saw a fascist danger in the blind 
enthusiasm of the Townsendites—who might team up with Long. 

No one thought that Long—even backed by Townsend— could 
actually win in 1936. The fear was that a third-party Long candidacy 
could take enough votes from the Democrats to give the election to the 
Republicans. Indeed, Long had that very intent.’ He figured that he 
could hand the 1936 elections to the Republicans by running on a third- 
party ticket. The Republicans would exacerbate the Depression and, in 
1940, with the electorate fed up with both major parties, Long would 
take the presidency as a national savior. 

Roosevelts economic policy was under attack. Particularly controver- 
sial was his decision to go off the gold standard in 1933 and then return 
with a devalued dollar in 1934. The currency decision entailed invali- 
dating various “gold clauses” in private and official contracts—a matter 
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West Sacramento Calif, May 25%-36 
President Roosevelt 


We the members of Townsend Club No 11 West Sacramento, do respectfully ask that you use the 
power invested in you as President of our United States, to stop this disgraceful and un-American “Bell 
Unvestigation” so-called, and stop the persecuzion of our beloved leader, Dr. F. E. Townsend. and by the 
exercise of your high authority w thus exalt yourself in the esteem of your citizens whose rights you have 
sworn W protect. 

We represent wo hundred (200) voters in our small club. 


—Respeceively Submited, 


President Dr. D. B. Boyd 
Secy. Mrs..C. Simpson 


Figure 1. Sample letter from Townsendites to President Roosevelt protesting the Bell 
hearings. 


which ultimately went to the Supreme Court and was natrowly decided 
in Roosevelt's favor. However, the New Deal gold policy was denounced 
in a speech by former President Herbert Hoover, who remained a figure 
of significance in Republican politics, Responding to a letter from a 
supporter, Roosevelt said: “[Hoover's view] may be a factor in 1936 but I 
am inclined to think at present that more serious opposition may come 
from the Dr. Townsends, the Huey Longs, etc”? Plainly, the Townsend 
Plan, and its originator, was on the Presidents mind. 

In short, the Roosevelt landslide that actually occurred in the 1936 
election was not foreseen and the political climate seemed very unstable. 
The constant polling that characterizes the contemporary political scene 
did not exist in the 1930s. Indeed, 1936 was the year of the famed 
Literary Digest poll that forecast a victory for Republican presidential 
candidate Alf Landon. What was available to gauge public opinion was 
anecdotal information flowing into the White House. 

Included in this inflow was a letter from a major trade union ofh- 
cial worried that workers might be attracted to the Townsend Plan. 
And there were postal reports on the large volume of mail going to 
the Townsend organization. The special election of a Townsendite 
Republican congressman from Michigan, warnings that Republicans 


were “flirting” with Townsend, and that California Townsendites would 
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try to infiltrate the Democratic convention were also troubling.’ It was 
certainly not foreseen that 71 percent of voters favoring the Townsend 
Plan would nonetheless vote for Roosevelt. 

Of course, Townsendite voters were not aware of the degree to which 
the Roosevelt administration had instigated the Bell hearings; they wrote 


mame ka Da k oes tee EN PEA R er ee 
letters to the President asning niim tO intervene ag 


ea id esas i 
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authorities by the administration to get Townsend. To many elderly 
Townsendites, the Townsend Plan was simply an extension of the New 
Deal. Indeed; Dr. Townsend seemed to have that view. The Townsend 
Plan, after all, involved economic activism by government, social welfare 
spending, and an attempt to stimulate the economy. At a superficial level, 
was not that what the New Deal was all about? ; 

Whatever the thinking of the Townsendites, the attempt of high 
New Deal officials to find some dirt on the Townsend operation went 
back to 1934 at least. To be sure, there were official efforts to expose the 
“economic and social absurdities” of the Townsend Plan, as the young 
Wilbur Cohen termed them.” But moving beyond a purely informational 
campaign, Edwin E. Witte, Executive Director of the administration's 
Committee on Economic Security, tried to enlist the Federal Bureau of 
Investigation (FBI) in the anti-Townsend endeavor. 

Wittes committee, the planning task force for the administration’s 
Social Security proposals, wrote requesting an FBI investigation in 
November. Among Witte's complaints were that Townsend publications 
made it appear that Roosevelt supported their plan.’ The FBI closed 
the case after concluding that nothing Townsend had done warranted 
federal prosecution. However, Congressman Bell requested the FBI 
supply him with any criminal records it had on selected Townsend offi- 
cials, including Dr. Townsend himself.* FBI director J. Edgar Hoover 
furnished files for certain individuals. But he indicated uncertainty as to 
whether the individuals for which files were found were the same people 
in whom Bell had an interest. A later effort by Bell to obtain informa- 
tion directly from local FBI agents (rather than going through Hoover) 
was rebuffed. 
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TOWNSEND'S CONTEMPT 


After Townsend's initial testimony to the Bell committee, he walked 
out of the hearings in a huff, escorted by Gerald L. K. Smith, a vicious 
anti-Semite who had been part of the Long organization. The walkout 
prompted a contempt of Congress citation, conviction after a trial, and a 
jail sentence. Requests to Roosevelt for a pardon for Townsend poured 


-in from Townsencites and some members of Congress (Fig. 2). ~~ 


By that time, the administration—now past the 1936 election—would 
have been happy to oblige, hoping to put the Townsend issue to rest. But 
Dr. Townsend would not ask for a pardon (the normal procedure); he 
was content to be a taartyr. Thus, when Townsend was about to report 
to jail, an unsolicitea pardon from Roosevelt miraculously appeared. 
According to a press release, the President was persuaded by a telegram 
from now-benevolent Congressman Bell. Representative Bell argued that 
the Townsend walkout had been planned by “men of stronger will and 
intelligence” than the befuddled old doctor,” 

As Townsend gleefully reported in his autobiography, the presidential 
pardon had been issued so quickly that the White House had failed to 


April 22, 1938 
820 Brook 
Dallas, Tex. 


Honourable President 
Franklin D. Roosevelt 


Dear Friend 
I do thank you that God pardoned Dr. Townsend through you it was a loveable thing to do. Of course 
you know God has inspired Dr Townsend to bring “his God's” supply m his people. Didn't you see that 


perseverence that Dr Townsend has, thaz is the power of God. Of course, I do not need to tll you, for 
you know it already. This plan will be the law of our land. Our God will pus it in operation some day, 
God will put the desire in our present President's he vt if it is a our place to use the plan but if it is not 
your place t put it in operation, the desire will be fe t in the hears of some fucure President. For all power 
belongs 10 God we are his ideas doing his will. 

I do thank you again for your kind deeds and wish Gods guidance for you and yours. 


Your Friend and well wisher 


Mrs Annie Self 


Figure 2. Sample leccer thanking the President for pardoning Dr. Townsend after his 


conviction for contempt of Congress. 
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make a carbon copy and later requested he send the original back to 
duplicate. Still, his walkouts from investigations were not always so 
successful. Townsend also marched out of a court proceeding investi- 
gating funding of his Cleveland branch. After a car chase, however, he 


was hauled back to court by a law enforcement officer.!9 


ORIGINS OF THE TOWNSEND PLAN 


How did the Townsend Plan originate? Some critics said the plan had 
its origins in ahumorous magazine article by advertising executive—and 
later Congressman—Bruce Barton. Writing in Vanity Fair in 1931 as the 
Depression intensified, Barton proposed as a joke that “every man and 
woman in the United States be retired from work at the age of forty-» 
five on a pension amounting to one-half of his or her average earnings 
in the preceding five years.” Barton explained that the problem with the 


“ 


modern economy was underconsumption. “My remedy,’ he wrote, “..is 


simple and Fundamental, Create a special automatic class of Consumers.” 

Barton went on, “Let young men do the work, and old men lo2f” a state- 
ment eerily similar to the official slogan later adopted by Townsend's 
OARP: Age for leisure; youth for work.’ 

Townsend never acknowledged any relationship between Barton's 
joke and his own later plan.” And, in any event, there were other such 
plans around to copy. For example, as the Bell committee pointed out, 
a similar pension program was copyrighted in 1931 by a dentist said 
to be inspired by the Technocracy movement.” But the fact was that 
well before the Great Depression, removing the elderly from competi- 
tion with younger workers was seen by some reformers as a way of 
raising wages.” 

Moreover, pension plans for the elderly had been proposed in Congress 
well before the Great Depression. Perhaps the earliest in the line of 
Congressional efforts to set up a general pension system was a bill of 
1909, endorsed by the American Federation of Labor. At the time, there 
were doubts whether a national pension would be constitutional. But 


veterans pensions clearly were legal; Civil War veterans were receiving 
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them. So the bill proposed creating an “Old Age Home Guard” for those 
65 years and over. Members of this Guard would be paid $120 per year 
for unspecified “military” duties.” 

Even if federal authority to establish a pension plan was ques- 
tioned, there was little doubt that states could do so. By 1933, some 
17 states had some kind of pension system, plans often pushed by the 
Fraternal Order of Eagles on behalf of the elderly. These plans typically 

“required tong residence in the state-and that-some-or-all of-the-cost 
be funded at the county level. California—Townsend’s home base— 
had adopted the first “mandatory” plan in 1929, under which the state 

required the counties to set up “outdoor relief” systems for the indigent 
elderly.” Another eight states provided that counties could optionally 
create such plans.” 

In short, Townsend had plenty of sources from which to compile a 
plan. But rather than acknowledge any inspiration from a pre-existing 
source, Townsend had a more poignant story of how his particular 
proposal was conceived. Townsend's version was that he had looked out 
his window and had seen old women foraging in his garbage for food. 
His fury at the evident injustice inspired him to come up with his own 


plan for the elderly. 


TOWNSEND'S REMEDY 


Seeing the garbage ladies led Townsend to decide, he later reported, 
that all citizens 60 years old and over should receive $200 per month 
from the federal government. The $200 figure was deliberately set 
incredibly high by the wage and income standards of the period, 
Townsend later explained. The idea was that with such a high number, 
no one would likely come up with a plan with a still larger pension. 
Despite this retroactive claim, Townsend's earliest version of the plan 
actually set the figure at $150; apparently $200 was too big initially 
even for Dr. Townsend to contemplate.” In reproducing this version in 
his autobiography, Townsend rewrote history and changed the figure 
to $200.7 In fact, there was always a fuzzy element in Townsend's 
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pension figure. For example, in a 1941 pamphlet, Townsend claimed 
the plan was never $200—only up to $200, with a then-current esti- 
mate of only $50. 

Whatever the number—and $200 was what rank-and-file Town- 
sendites generally believed it to be—the only condition for receipt was to 
refrain from employment and to promise to consume the full pension in 
1 month. The plan combined the notion of spreading work with relieving 
underconsumption, ideas popular during the Depression. For example, 
the codes of the National Industrial Recovery Act—and later the Fair 
Labor Standards Act—sought to spread work by limiting weekly hours 
and discouraging child labor. And the official rationale of the Wagner 
Act—as found in its preamble—was that collective bargaining would 
stimulate consumption by raising wages. 

‘Townsend's pension was to be financed by a 2 percent turnover 
or “transactions” tax. But it would actually be costless, according to 
Townsend, since the plan would stimulate the economy by far more 
than the pension expenditure, a multiplier called the “velocity, effect’ 
In one early version, the plan had the government create $2 billion in 
new currency to jump-start the “revolving” feature of the plan.” The 
revolving terminology suggested that once started, the plan would pay 
for itself with the tax amply refilling the coffers due to the multiplier. 
If that notion seems far-fetched, it was in keeping with various “pump- 
priming” notions popular in the 1930s, i.e, that an initial demand shock 
would push the economy to a higher, permanent equilibrium. 

With a $2 billion jump-start via new currency, this version of the 
Townsend Plan had a money creation component (also popular during 
the Depression), although that element was lost as the transactions tax 
became the central element of finance and controversy. But language of 
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that may have been cribbed from Irving Fisher’s quantity theory of 
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money). It pointed to excess bank reserves as potential fuel for economic 
recovery. Thus, prevailing monetary doctrines were part of the package, 


along with proto-Keynesianism. 
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ESTABLISHMENT VIEWS 


Townsend's prescription for the elderly and the Depression did not sit 
well with conventional economic opinion. Thus, his official pamphlet 
literature warned the faithful to beware of criticisms from “stock-market 
operators” as well as “college professors, economists, and newspaper 
writers”?! And critics of Townsend were not in short supply. The Tax 
Policy League declared that the Townsend Plan would “crush busi- 
ness [and] bankrupt the country” Among the Leagues supporters was 
Professor Paul H. Douglas of the University of Chicago, later President 
of the American Economic Association and Senator from Illinois. 
League literature fretted about the poor grandma who, instead of 
spending all of her pension in a month, as required, innocently gave her 
grandson a $5 bill for his savings. Would she be targeted by a government 
“army of snoopers and ferrets 222 President Roosevelt himself kept off- 
cially quiet about the Townsend Plan. But in a letter to a young nephew, 
he declared it would be an economic disaster.” Presumably, these presi- 


dential views were shared with others more influential as well. 


LEFT, RIGHT, OR NEITHER? 


‘Townsend's views on government and pensions were hard to classify on 
a traditional left-right spectrum. In 1934, California state politics were 
in turmoil due to the takeover of the Democratic Party by one-time 
Socialist muckraker Upton Sinclair and his EPIC campaign for Governor 
(EPIC stood for End Poverty in California). Sinclair called for turning 
idle farms and factories into worker cooperatives financed by a new state 
currency. And initially he called for a pension plan for the elderly. 
Despite the pension element, Townsend refused to endorse the EPIC 
program because it “opposes the profit system.”* Bur as a young physi- 
cian in Belle Fourche, South Dakota, he conceived himself a Socialist 
and wrote a Socialist newspaper column. Townsend involved himself 
in politics early on, winning a seat on the Belle Fourche City Council. 
At the peak of his movement, Townsend made the mistake of inviting 


Socialist Party leader Norman Thomas to speak to his followers. To 
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a booing audience, Thomas pronounced the Townsend Plan ro be a 
“quack remedy,’ a particularly unkind description of a plan created 
by a physician.” 

Much later in life, Townsend endorsed the left-wing candidacy of 
Henry Wallace for President on a third-party ticket in 1948.3 In a letter 
to the Independent Progressive Party (Wallace's electoral vehicle in 


California), Townsend expressed his disenchantment with Republicans 
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and Democrats alike. But he also noted that “many of our staunch 


7 


Townsendites are not in accord with my views,’ and thus made the 
endorsement personal rather than on behalf of his organization.” 

In spite of this endorsement, Wallace's Independent Progressive 
Party refused to make more than a general reference to Townsend's 
role in highlighting the plight of the elderly. Only the candidate of the 
tiny Vegetarian Party actually advocated the Townsend Plan in 1948.38 
‘Townsend himself attended the convention of the left-leaning CIO in 
this era, ostensibly as a reporter for his own movement's newspaper”? 
Yet despite his sometime leftist leanings, Townsend often seemed more 
at home with Republicans, perhaps because of the hostility his ‘program 
drew from the Roosevelt administration. 

Bur it was not just Townsend who was politically mercurial. His 
elderly followers were also hard to classify on a left-right European scale. 
They might favor Democrats or Republicans, depending on who was 
making pensionite promises. And they might vote and support rival 
pensionite schemes which Townsend opposed. Such fluidity has long 
characterized populist movements in the U.S. 


SELLING THE PLAN 


unes, Townsend found himself as an Assistant Health Officer for the 


Long Beach, California, Health Department. When he was laid off in 
1933 at age 66, his interest in pensions (and his own lack of one!) clearly 
focused his mind on the problems of retirees. As noted, exactly how 


he formulated his plan is unclear. The sight of old ladies rummaging 
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through garbage does not automatically lead to a specific remedy. So 
‘Townsend's personal creation story is incomplete. 

‘The inspiration could have been the humorous Barton article or some 
other, Ir could also have been derived from the Social Credit movement, 
with its notion of a government dividend to provide sufficient consump- 
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to be steered from such proposals by his handlers and kept focused on 
the Townsend Plan as his own movement evolved.” 

Townsend initially outlined his pension ideas in letters to the Long 
Beach Press Telegram. Apart from his own residence in the city, Long 
Beach was at the time what California historian Kevin Starr has dubbed 
“the geriatric capital of United States”” But it was not just the City of 
Long Beach; California as a whole had become an elderly state, begin- 
ning in the 1890s—a place to retire in the sunshine—and would remain 
so until the influx of young job seekers during and after World War II. 

That the state already had the most progressive, pre-Depression 
Old Age Assistance law—the Hornblower Act—when the Townsend 
Plan came along was no coincidence. Demographics were the root 


of California's pensionite preoccupation before, during, and after the 
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Depression. About a third of the California electorate was over age 50 
during the peak of the Townsend movement. And roughly four in 10 
Californians, including the elderly, were to be found in Los Angeles 
County. This concentration of elderly fostered pensionite communica- 
tion in an era long pre-dating the Internet. 

Having a plan and selling it are nor the same thing, h 
Townsend soon involved a local real estate salesman, Robert Earl 
Clements, in working out the entrepreneurial details. The two in effect 
became partners in the Townsend enterprise (with Clements officially 
listed as co-founder’). ‘This partnership lasted until a later falling out 


shortly before Clements’s testimony to the Bell committee. Clements 


had more business acumen than Townsend and could foresee the reve- 


nues from elderly supporters that the plan might produce. But he had 
the unfortunate custom of referring to the Townsend movement as a 


’ 


“racket” Such sloppy verbal habits were to haunt Townsend during the 


ae =) 
Bell investigation.” Basically, however, the Townsend organization—as 
developed by Clements—generated revenues by requiring Townsend 


clubs to buy only official literature from Townsend's publishing venture. 


MOVING THE POLITICIANS 


As Townsend clubs formed, the movement began to wield political influ- 
ence. A San Diego assemblyman was recalled in 1934 for criticizing 
Townsend.“ San Diego merchants complained that Townsendites were 
demanding credit in advance of their soon-to-be-enacted pensions. 
This pressure was intensified by the 1934 election of Democratic 
Congressman, John Steven McGroarty, on a Townsend platform.” 
McGroarty was a former Los Angeles Times writer. He had led a 
campaign by the paper in the 1920s to revive Los Angeles's Olvera Street, 
the old Mexican plaza which became a major tourist attraction. In 
1933, he was named the state's “poet laureate” for his California-oriented 
plays and poems. Once elected, McGroarty focused his literary talents 


on drafting ‘Townsend bills in Congress. 


TOWNSEND AND ROOSEVELT 165 


But Republicans could also benefit from the Townsendite vote. As 
was earlier noted, a Republican Congressman from Michigan was 
elected on a Townsendite platform.“ Closer to its California home, 
Townsendites provided a boost to the Republicans anti-EPIC campaign 


for Governor. Needing support against Democrat Upton Sinclair and 
his EPIC campaign, incumbent Republican (Governor Frank Merriam 
endorsed the Townsend Plan while Sinclair refused to do so. The 
Merriam-Townsend alliance in 1934 may well have provided the margin 
to defeat EPIC. Merriam’s win and Sinclair's loss also taught California 
politicians—Republicans and Democrats—in subsequent campaigns to 
be careful about what was said on the pension issue. 

An endorsement of Townsend was actually painless for the 
otherwise conservative Governor Merriam. Townsend's plan was a 
national—not a state—program. After the election, Merriam fulfilled 
his political obligations merely by pushing a memorial to Congress 
through the California legislature favoring Townsend. At the same time 
Merriam recommended there be no change in California's state Old 
Age Assistance. Merriam could have the Townsendite vote without 
providing Townsendite pensions. 

Running with Sinclair against Merriam as the Democratic/EPIC 
candidate for Lieutenant Governor was Sheridan Downey. Downey 
later announced his support for Townsend and eventually became 
a Townsendite U.S. Senator from California.“ Downey proposed 
repealing the nascent Social Security system and replacing it with the 
Townsend Plan. He linked the proposal to support for a national- 
ized central bank, a demand of popular radio priest Father Charles 
Coughlin. Downey argued that Coughlin’s bank would “safeguard” the 
Townsend Plan.” 

Downey's variant of the Townsend Plan would have had the central 
bank finance the pensions. He wanted a plan supported by money 
creation rather than Townsend's 2 percent tax. Downey's proposal fore- 
shadowed the more flamboyant Ham and Eggs pension plan that was 


soon to be unveiled in California and which Downey also supported. 
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THE ECONOMICS OF THE TOWNSEND PLAN 


Despite the political support the plan engendered, the economics of the 
Townsend Plan were soft. In 1935, for example, when the Townsend 
Plan competed as a proposal in Congress with Social Security, nominal 
gross domestic product (GDP) per capita was about $570. Had there 
been no Depression, of course, the figure would have been higher, 
_pethaps $785 in 1935 prices. Hence, a pension income of $200 per 
month ($2400 per year and $4800 per couple) was a great deal of 
money. To put the amount in some perspective, years later famed baby 
doctor and best-selling author Benjamin Spock recalled his attempts to 
establish a pediatrics practice during the Depression. “It took me three 
years before I earned as much as $100 a month gross; Spock reported 
(italics added).* ' 

In fact, the amount of the proposed pension was so large that the 
Townsendites published budgets to prove that the monthly spending 
obligation could be met.” Even these budgets included refrigerators, 
washing machines, and radios bought on an 18-month installment 
plan. Presumably, the elderly would be turning over their durable appli- 
ances every year and a half unless they could come up with other forms 
of expenditure. 

‘The potential elderly recipients of the Townsend pension amounted to 
just under a tenth of the population in 1935. Thus there would have to 
be a transfer from the other nine-tenths of a sum of something just short 
of 30 percent of non-Depression GDP to financé the Townsend Plan, if 
everyone 60 and over received it. That is, even if the plan were assumed 
to restore prosperity, it would still involve a very large transfer. Naturally, 
the transfer as a percentage of GDP at the depressed economic levels 
of 1935 would have been much higher, about 40 percent of GDP4 Of 
course, had it been offered, high-income people earning more than $200 
would have turned down the pension, lessening the costs somewhat. 

Given its large proposed expenditure, the exact financing of the plan 
becomes important. Townsend's turnover or transactions tax was set at 
2 percent, a seemingly small number if the words “turnover” and “transac- 


tions” are interpreted to mean a sales tax. In fact, the words were intended 
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to mean a tax on each market transaction, including intermediate trans- 
actions. That is, the tax would be levied on the coal sold to the steel mill 
and again on the steel sold to the automobile plant and again on the sale 
of the automobile to the consumer. Basically, the tax would be imposed 
whenever cash changed hands. 

As critics soon pointed out 
tives for vertical consolidation to avoid cash transactions.” That is, the 
tax system would create an incentive for the automobile company to own 
its own steel mills and its own coal mines. Such consolidation would 
erode the Townsend tax base, aside from its distorting impact on indus- 
trial organization. In any everit, the tax would raise prices by orders of 
magnitude more than the small 2 percent figure suggested. An econo- 
mist apparently supported by the Townsend organization testified before 
Congress that there could be a 24 percent price increase as a result of a 
2 percent tax on all gross transactions and “transfers.’** And like a sales 
tax, the transactions tax would be regressive. 

There was also the issue of whether an income transfer from the non- 
elderly to the elderly would have a stimulative effect. The Townsend 
reasoning was that the transfer would move income from savers to 
non-savers (since the pension had to be spent each month). While esti- 
mates of the marginal propensity to save in the 1930s are not available, 
average personal saving propensities were quite low and sometimes 
negative during the Great Depression. Given “Hard Times,’ people 
were spending what income they had. Thus, taxing nine-tenths of the 
population and transferring the income to the remaining non-saving 
tenth would have been unlikely to have had much of a multiplier effect. 
Consumption loss of one group would have been replaced by consump- 


tion gain of another. 


ATTRACTING THE ELDERLY ` 


The Townsend Plan may not have had much potential for an economic 
multiplier, but the plan did have a multiplier effect in attracting elderly 
acolytes. A poll taken in 1939, summarized in Table 1, revealed the 
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obvious. Those who most favored the Townsend Plan were elderly and/ 
or poor. Money flowed into Townsend's publishing organization—which 
provided the official literature and newspaper—from Townsend clubs 
around the country. As letters flooded Congress in 1934-35 in support 
of the Townsend Plan (as opposed to the New Deal administration's 
Social Security proposal), angry senators began to grill Townsend and 
Clements about their organization's finances.” These hearings provided 
the impetus for the later Bell committee investigation. 


` 


Table 1. Public Attitudes toward the Townsend Plan, 1939 (%). 


(Group | Favor plan Oppose plan No opinion | 
| Age (Years) I — | NS A 
Under 30 | 31 53 | 16 | 
| 30-50 Sel 34 53 C B a 
| 50-60 _ _ 3 54 | 9 
| Over 60 | 46 46 | 8 
| Economic status e _ — inia 
| Above average 17 76 7 
Average _ 28 59 13 _ | 
Por O s | a p 
On relief or Old Age | ë 
Assistance ` | 69 26 5 


Source: American Institute of Public Opinion, reproduced in Hadley Cantril, The Psychology 
of Social Movements (New York, 1941), 192. 


It is apparent that there were really two worlds in collision in 1935. 
On the one hand, there were the planners in the Roosevelt adminis- 
tration, combined with reformers of various stripes and respectable 
academics, who were putting together Social Security with the assistance 
of Congressional allies. On the other hand, there were the Townsendites 
and their Congressional allies with a rival proposal. The paradox was that 
the administration's pioneering proposal for federal assistance for the 
aged was being condemned by the elderly electorate. As one commentary 
of the period put it: 


Here was President Roosevelt, ready and eager to launch a system of paying every old 
person thirty dollars a month. No President in history had done anything except give 
lip service to so advanced a proposal. Now Mr. Roosevelt actually was suggesting that 


it become law. And millions of people west of the Mississippi were ridiculing and 
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condemning his proposal! The Townsend club members were well aware that thirty 
dollars was exactly one hundred and seventy dollars less than what Dr. Townsend 


planned to give them.* 


In fact, as noted earlier, the Townsend Plan $200 figure was not as 
solid as its supporters thought. Congressman McGroarty introduced 
a second version of the plan that specified that the pension could not 
exceed $200—i.e. it could be less, depending on funding.” The new 
version caused splits within the Townsend organization, as well as a split 
between Townsend and McGroarty. Ultimately, it was Social Security 
that emerged victorious from Congress. Yet, as indicated above, observers 
then and later saw a link between the eventual passage of Social Securi 
and Townsendite pressure. 

Social Security—as proposed by the Roosevelt administration—was 
a radical departure from the traditional role of the federal government. 
And it came along at a time when opposition to the New Deal was 
growing in Congress and the Supreme Court was invalidating earlier 
New Deal legislation. Apart from its centerpiece, the defined-benefit 
pension, the Social Security Act created a federal-state system of Old 
Age Assistance (for elderly who did not qualify for the basic job-related 
pension), unemployment insurance, and welfare as we (used to) know it. 
Ir is hard to imagine a more sweeping (and therefore controversial) piece 
of social legislation. 

Also in the Congressional hopper at the time were the “Lundeen Bill’ 
a more generous scheme without much external political support, and 
the Townsend Plan—backed by its “army of the aged” The Lundeen 
Bill was a comprehensive unemployment relief bill that included old 
age as a category of inability to work. Because of its high benefts— 
the unemployment benefit was essentially 100 percent of the wage—it 
was estimated to cost almost as much as Townsend's proposal.® Indeed, 
critics of both Townsend and Lundeen linked the plans together as 
examples of wildly unworkable schemes. 

With the Townsend Plan the most popular “radical alternative’—as 
historian William Graebner termed it—the somewhat less radical Social 


Security plan became the moderate option.” Voting for Social Security 
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was the only viable option for many conservatives in Congress who 
did not want Townsend. To be against Townsend and Social Security 
was to be clearly anti-elderly. Yet even after the Social Security Act was 
passed in 1935, the newly established Social Security Board felt the 
need to combat continuing Townsend agitation. Its initial approach was 


cu 1” 1 


to encourage the preparation of neutral academic studies that would 
expose flaws in the Townsend Plan. However, the 1936 Bell committee ` 
investigation soon became the primary means of discrediting Townsend 


and his organization.® a 


THE BELL TOLLS FOR TOWNSEND 


Viewed in historical perspective, the transcript of the Bell investigation : 
into the Townsend Plan is startling. Should such an investigation have 
been conducted in the age of television, Dr. Townsend would probably 
have emerged as a hero, despite the unfavorable iñformation revealed. 
The investigation was so overtly aimed at destroying Townsend that his 
walkout from the hearing would have evoked nation-wide cheërs, had it 
been televised on the modern-day Six O'Clock News. But there was no 
Six O'Clock News back then. 

The flavor of the questioning can be found in committee accusa- 
tions that Dr. Townsend was a closet atheist or Communist. He was 
questioned as to whether he belonged to a church (no) and whether 
he believed in God (yes). The committee's line of questioning in this 
regard may have been triggered by the tendency of Townsend club meet- 
ings to take on a religious aura with the singing of “Onward Pension 
Soldiers’ and “Glory, Glory, Hallelujah; Our Plan is Marching On.’* As 
the committee certainly knew, various ministers had become Townsend 
supporters. Asked by an interviewer on a newsreel of the day whether 
the Townsend Plan would work, a Townsendite preacher responded that 
“We believe God is on our side and with God all things are possible” 
To such supporters, Townsend-as-accused-atheist was surely shocking. 

The committee pointed out that elderly atheists and Communists 


who received the proposed Townsend pension might spend their funds 
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in promoting their evil causes. Thus, the Townsend Plan was depicted 
as a vehicle for furthering atheism and Communism. (Not mentioned 
was the fact that atheists and Communists who received Social Security 
payments—which Congress had previously enacted—could also spend 
the money to further their beliefs.) The Bell committee also heard from a 
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who testified that she now realized that the plan was Communistric.% 

Disparaging editorial comments and interjections by the committee 
members were frequent, as in this exchange about Townsendite radio 
programs: 

Committee Counsel James B. Sullivan: “The headline of ‘Wolves in sheep's clothing’ is 

on the address made on Sunday, February 2, 1936, "Blood money attacks Townsend 


plan’ by Edward J. Margett, which was given over stations KFRC, KH], KGB, KDB, 
KMJ, KFBK, KGW, and KERM” 


Congressman Joseph A. Gavagan: “It is too bad they did not have a station called 
KNUT.” 


The damage to Townsend was primarily indirect. There was 
Clements’ reported description of the movement as a “racket.” There 
was a Townsendite reverend who—the Bell committee let it be known— 
wrote letters too obscene to be reprinted in the published hearings.” 
And there was the matter of the above-mentioned Edward J. Margett. 

Margett was a Townsend movement official who had previously been 
indicted (but not convicted) for assorted crimes such as pimping and 
bootlegging, Townsend insisted on keeping Margett on the payroll even 
when reports of his shady background surfaced, on the grounds that 
Margett had been “cleared.” But Margett was said to have described 
himself as ‘cleaning up” financially in the Townsend movement.” And he 
went into hiding when called to testify.” 

Probably the greatest damage done to Townsend was the revelation 
of the large sums the movement had produced for its founder through 
contributions, dues, and sales of literature. Townsend and his partner 
Clements owned Prosperity Publishing Company, which put out the 
Townsend Weekly, the movement's newspaper. There was revenue from 


sales of the newspaper and other publications as well as newspaper 
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advertising income from dubious patent medicines such as “Kuhn's 
Famous Remedy” and “Juvenus” for “weak glands’? 

As Clements’s testimony wore on, the income he admitted receiving 
tended to rise under committee grilling. The committee inquired about 
various items on his expense account down to whether it was proper 
for him to have charged certain laundry bills.” But it was the revela- 
tions about raw income received that were most damaging. Townsend 
eventually bought out Clements’ share in the publishing venture after 
the two had their falling out. Clements received $25,000 for his shares 
on top of a dividend from those shares of another $25,000. In addition, 
he had received a regular salary for his work, bringing the total received 
during his affiliation with the Townsend movement to something like 
$75,000.” For the vast majority of Townsend supporters such sums (in 
1936 prices) would have seemed incomprehensibly vast. 

‘Townsend was also embarrassed by the testimony of Robert R. 
Doane, an economist the movement had apparently supported during 
the earlier hearings on Social Security. Questions had been raised at the 
time concerning who was paying Doane and whether he was a double 
agent. University of Wisconsin economist and Social Security expert 
Edwin E. Witte believed thar Doane in fact worked for “big business” 
interests desirous of embarrassing Roosevelt and undermining support 
for Social Security by linking it to Townsend's scheme.” In any event, 
when brought before the Bell committee, Doane now fell over himself to 
please its members and be hostile to the Townsend Plan. 

He testified that the Townsend Plan could not possibly work due 
to an insufficiency of revenues that the transactions tax could provide. 
Moreover, he testified that both Clements and Townsend knew the plan 
had a deficient revenue base and were hiding that fact.” Finally, Doane 
testified that the Townsend Plan would lead to rationing, although how 
was not made clear: 

Chairman C. Jasper Bell: “When you say we would have to have a rationed economy, 

you mean a forced economy; do you nor?” 


Dr. Doane: “Oh, yes.” 
Chairman Bell: “Forced at the point of a bayonet; is not chat right?” 
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Congressman J. William Ditter: “Well, it would be the collective system of the 


Communists; would it not?” 
Dr. Doane: “There would have to be some central authority directing all this. 


Congressman Dirter: “There would have to be commissats, similar to cornmissars in 


the Soviet Union?” 
Dr. Doane: “We could not do it under our present constitutional form of 


government.” 


Some testimony produced by the committee revolved around whether 
the Townsend movement had broken any laws by engaging in polit- 
ical activity, such as endorsing candidates. Such evidence, however, 
could not have been very hurtful to Townsend. His supporters were 
obviously engaging in political activity. Politics was what they wanted 
to do. But there was also testimony that Townsend had referred to 
his supporters as “old fossils [who] dont know what it is all about 
Townsend was never given the chance specifically to deny the remark, 
but its appearance in the public record could not have helped him with 


his constituency of “fossils.” 


TOWNSEND AND ROOSEVELT: HELL HATH NO FURY 


The “relationship” of Townsend with President Roosevelt—if it can be 
called that, given its one-way nature—was a peculiar one. Townsend 
desperately wanted his pension plan to be a central part of the New Deal. 
From the plans earliest days, Townsend and his supporters constantly 
wrote to Roosevelt. Initially, the goal was to obtain an interview with the 
President so that Townsend could “explain” his plan. Then it was to stop 
the Bell hearings. Later it was to grant Townsend a Presidential pardon 
for his contempt-of-Congress conviction. 

In 1936, Roosevelt—having scorned his erstwhile suitor—saw his 
nightmare of a third-party candidacy involving Townsend develop. Long 
was assassinated, but one of his followers—Gerald L. K. Smith—took 
over parts of Longs “Share Our Wealth” movement. Smith joined forces 
with radio priest (and fellow anti-Semite) Father Charles Coughlin 
and Coughlin’s Social Justice movement to form the Union Party. They 
in turn enticed Townsend to link up with their new party. The party 
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then nominated an obscure North Dakota Congressman—William 
Lemke—as its Presidential candidate. 

Lemke was a quasi-Republican who nonetheless supported Roosevelt 
initially. He began his political career in the Non-Partisan League, a 
group with populist and agrarian elements fighting against railroads, 


financiers, and grain elevator operators. Lemke backed bills for free silver 


moratorium on farmers’ debt. But he was never quite in control of his 
own Presidential campaign; Coughlin and Smith tended to dominate. 

Smith's céntribution to this effort was a Union Party convention 
speech condemning “Franklin D. Jews-Evelt.’”? The Union Party's official 
platform had overt Coughlinite elements echoing Coughlins monetary 
conspiracy beliefs. It called for a new central bank to replace the Federal 
Reserve and new currency to buy back the national debt. The platform 
combined this monetarism with Long-ish demands for limits on annual 
incomes and inheritances. Economic security for the aged was promised, 
reflecting the Townsend component. But the official Townsend Plan 
itself was not actually in the platform and Lemke was personally slow in 
endorsing the pension plan. 

This omission of the Townsend Plan may have been Coughlin’ influ- 
ence. Before the Union Party alliance of convenience, Coughlin had once 
called the Townsend Plan “economic insanity. At one point, Coughlin 
supported the Lundeen Bill, the above-mentioned alternative to Social 
Security that would have taxed the rich to provide pensions and unem- 
ployment benefits. 

Townsend's connection with Longs (and now Smith's) Share 
Our Wealth movement was as tenuous as its link to Coughlin. The 
“co-founder” of the Townsend movement, Robert Earl Clements, had 
had an amiable chat with Long before the latter's death. But no meeting 
of minds resulted.*! As a result of the Union Party's weak support for the 
Townsend Plan, Townsend's supporters were not called out to obtain the 
petitions necessary to put Lemke on the ballot in California and some 
other states. Thus Lemke was not available as a choice to California's 


Townsendite voters except as a write-in. In the end, Townsend—as a 
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Californian—said that even though he supported Lemke, he would vote 
for Republican Alf Landon so as not to waste his vote on a write-in 
candidate. Moreover, the California Democratic Party, under the leader- 
ship of then-Chairman (and later Governor) Culbert Olson, had planted 
infiltrators in the Townsend clubs. Their task was to hold Townsendite 
votes for Roosevelt.* 

__ Lemke was no Huey Long when it came to campaigning. His 


only “major” endorsement was by “General” Jacob S. Coxey, who had 
led an “army” of the out-of-work to Washington in 1893 demanding 
unemployment relief and money creation for public works.” As were 
the later leaders of the 1932 Bonus March on Washington by World 
War I veterans, Coxey was arrested and became a folk hero. But such an 
endorsement, combined with the lukewarm support of Townsend, could 
not dent Roosevelt's popularity. Lemke received fewer than 900,000 
votes, 2 percent of the total. Townsend wrote to Roosevelt in 1937 
congratulating him on his re-election and again requesting an interview." 
Of course, no such interview was ever granted. Frustrated, Townsend 
tried to start his own political party in California in the late 1930s, but 
it never amounted to much.® 

In 1940, Townsend tried a new tactic to win Roosevelt's attention. 
He sent a letter to the President inviting him to speak to the annual 
Townsend convention about the growing national defense effort.” 
Townsend may have thought that an invitation to speak on a non- 
pension issue would entice the President, particularly in an election year. 
The letter sparked discussion within the administration about how to 
respond; public support for military affairs prior to Pearl Harbor was 
weak. But Roosevelt was not about to lend credence to Townsend; he 
would not even send a representative to the convention. 

In the end, the President simply answered Townsend's invitation with 
his own letter describing the defense effort. But the Townsend/defense 
issue did not die. Again in 1941, but before Pearl Harbor, the administra- 
tion received a recommendation from an official charged with the West 
Coast defense effort that Roosevelt—or at least the Vice President— 
should meet with Townsend. Such a meeting, it was suggested, would 
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increase popular support for defense preparations.®” But as before, no 
such meeting was arranged. 

‘Townsend's futile efforts to achieve Presidential recognition suggest 
he never understood the degree to which Roosevelt regarded him as a 
dangerous crackpot. Nor did he comprehend the extent of the efforts 
by the administration to discredit him through the Bell heatinos. He 

© © a 
may also not have understood the indirect Impact his movement had 


In pushing Congress to enact the Social Security plan he had scorned 


as inadequate. Yet even after the initial enactment of Social Security, 
‘Townsendite pressures had an impact on the program. In particular, 
the Congressional decision in 1939 to move the program toward pay- 


as-you-go and away from Roosevelt's original preferred fully funded 


model must be seen against a background of continued agitation by the ` 


Townsendites and related groups.” 


TOWNSEND IN THE STATES 


‘Townsendism lived on at the state level for another decade and a half 
after the enactment of Social Security. As had California under Governor 
Merriam, several states passed memorials to Congress endorsing the 
‘Townsend Plan.” One variant of Townsendism in California was the 
outlandish Ham and Eggs plan, a scheme to pay everyone in the state 
over 50 “Thirty Dollars Every Thursday” to be financed out of a new 
state currency. This scheme received 45 percent of the vote in a 1938 
referendum and probably would have passed had it not been for the 
shenanigans of the con artists who promoted it.” The Ham and Eggs 
movement began to splinter thereafter but was able to keep California 
politics roiling for several years. A Townsend-like scheme in Ohio, the 
Bigelow Plan, also went down to electoral defeat in the late 1930s.21 
More successful were those political entrepreneurs who adopted 
more moderate approaches, accepting the existing state systems of Old 
Age Assistance, but demanding higher payments. In Colorado, a rump 
‘Townsend group moved in this direction and amended the state consti- 


tution, ultimately pushing up benefit amounts after much litigation and 
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political Sturm und Drang.” In 1942, Earl Warren successfully won the 
California Governorship by courting Townsendites, Ham and Eggers, 
and other pension advocates by promising to do something (unspecified) 
about the pension issue. Once elected, he created an advisory commis- 
sion of pensionite representatives and raised state Old Age Assistance. 
Unfortunately for Warren. the pensionites were not easily molli- 
fied. During his second gubernatorial term, Warren returned from 


campaigning for Vice President in 1948 to find that a one-time Ham and 
Egger, George McLain, had succeeded in passing a referendum. Under its 
provisions, the states Old Age Assistance benefit was substantially raised 
and control of the program was shifted to the California Department 
of Social Welfare. That department was placed by a clause in the refer- 
endum under the directorship of a woman associated with McLain’s 
pension group. It took a second referendum a year later to repeal these 
administrative provisions (although the higher benefit amount remained 
in place). Thanks to these state-level pressures, Colorado and California 
had the highest state Old Age Assistance in the early 1950s.” 


LESSONS FOR THE PAST AND FUTURE 


The ingredients of the Townsend Plan were taken from various ideas, 
doctrines, and social currents prevalent at the time. Certainly, ideas about 
stimulating the economy through government spending and providing 
old age security were not exclusively those of the Townsendites. Such 
notions were part of the New Deal as well as other social movements of 
the period. The enemies of New Deal legislation sought—as Roosevelt 
feared—to make just such connections between the New Deal and 
Townsend. For example, an anti-Townsend analysis of the time by the 
National Industrial Conference Board stated: 
Those who regard the Townsend scheme as dangerous and delusive should remember 
thar it is only a logical extension of the same assumptions upon which almost all 
public policies in the United States are based at the present time. Its widespread 
acceptance is a natural and inevitable consequence of the forces of mass emotion 


which have been set in motion and stimulated into political activity by the system- 


atic propagation of these same assumptions in securing support of similar schemes 
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through rhe exploiration of popular ignorance, envy, and prejudice during the past 


three years.” 


The difference between Townsend (and other off-center move- 
ments of the period) and the New Deal was that Roosevelt was more 
att pus and had “espectable” analysts to work on his proposals. He 
tried: to avoid proposals that seemed radical and, where his proposals 
were In fact radical (as Social Security-certainly-was!), to put them-in 
non-threatening formats. Thus, the Social Security system was set up 
to look like one of the (relatively rare) private pension plans then in 
existence, with a trust fund and defined benefits based ian past wage 
earnings. Indeed, in the initial stages of the development of the Social 
Security plan, Roosevelt wrote that “The system ought to be operated 
through the post offices. Just simple and natural—nothing elaborate 
or alarming about it” And, indeed, the initial distribution of Social 
Security numbers was carried out through the Post Office until Social 
Security offices could be established. 

In the end, the basic design of Social Security was heavily influenced 
by the (few) liberal-minded businessmen who worked with the Roosevelt 
administrations planners. What eventually passed was decidedly not 
the Townsend Plan. But pressure from the Townsendites inadvertently 
helped to pass it. When Social Security was modified and pushed toward 
an earlier 1940 payout—shifting toward pay-as-you-go—the continuing 
Townsend agitation again played a role in Congressional policy.” It was 
not that Congress wanted to pass some version of the Townsend Plan 
per se. However, the Townsendites represented a continuing source of 
agitation for doing more on pensions. 

As for the Townsend movement itself, its sudden rise and later dissi- 
pation is typical of populist movements—particularly those centered on 
a single individual. Townsend had poor political judgment. He failed to 
perceive the depth of opposition to his plan, failed to understand the 
degree to which the Roosevelt administration saw him as a threat, and 
was unable to adapt to wartime and post-war prosperity. For all that, he 


left an inadvertent mark on the history of American social welfare. 
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There is no suggestion here that when the baby boomers retire, some 
mechanical copy of Townsendism will reappear. Future political entre- 
preneurs will derive their proposals from the circumstances and currents 
of thought then prevailing. But the elderly will be available for orga- 


nizing around the key issues of concern to them. They may not win 
: Zl a uu =Ë asp: Townsendites did not win. But 
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they could be influential. As the contemporary issues of gun control and 


abortion restrictions demonstrate, well-organized, single-issue voters are 


hard to ignore. 

Finally, the tactics used against Townsend by the Roosevelt adminis- 
tration and its supporters in Congress were not nice. The administration 
played to win, confident that its Social Security program was what the 
nation needed and that the Townsendites represented a threat to their 
proposal. Then, as now, and as in the future when the baby boomers retire, 
politics has tended, tends, and will tend to be a bare-knuckle contest. 
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CHAPTER 7 


IMPEDING EARL WARREN 


CALIFORNIA’S HEALTH INSURANCE PLAN 
THAT WASN'T AND WHAT MIGHT HAVE BEEN 


Abstract | 

It is widely believed that the turning point for US. health insurance came in 
1949 when Congress failed to adopt President Harry Trumans proposal Sor a 
national system. The possibility that a system of state-level health plans might 
have emerged before Truman's plan has received little attention. Yet several 
attempts to enact such a plan were made in California by Governor Earl 
Warren in the mid-1940s. Had Warren succeeded, the California example 
might have been emulated by other states and the United States might have 


evolved a system similar to Canada’s provincial programs. 


State-provided single-payer health insurance is not a topic most people 
associate with Earl Warren. He is best known as chief justice of the US. 
Supreme Court and for that court's decisions related to school deseg- 
regation, legislative apportionment, and defendants’ rights. Warrens 
judicial career has obscured memories of him as the only governor of 
California to win election to that office three times, once after winning 
both the Republican and Democratic primary nominations. Few recall 
Warren as the politician with strong presidential ambitions who ran 
as the Republicans’ vice presidential candidate with Thomas Dewey in 
1948. Liberals who admire Warren's record tend to neglect his major 
role in the internment of the Japanese-origin population during World 
War II (Mitchell 1999). Conservatives, to whom Warren became 
anathema, forget or do not know of his origins in the Hoover wing of 
the Republican Party. 
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Warren in fact devoted considerable energy as California governor to 
enactment of a payroll-tax funded single-payer health insurance plan for 
virtually all employees within the state. But because he failed, Warren's 
health proposals are largely forgotten. What might have been is inevitably 
less compelling than what turned out to be. Paul Starr's major history 


of the US health system devates only 2. paracranh to Warren's efforts 
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And that reference occurs in the context of the later failure of President 
Harry Trumans push for a national plan (Starr 1982, 282—283). Indeed, 
the Truman failure in 1949 is commonly viewed as the turning point 
at which a public system ceased to be an option and private employer- 
provided health insurance became the de facto policy (Poen 1979). Yet 
Trumans health care foes had honed their political skills in the earlier 
battle with Warren. Also contributing to the neglect of the California 
experience is the perception that reformers were uninterested in the 
states as “health care laboratories” out of a perception that state officials 
were “inept, corrupt, or unprepared to tackle hard policy issues” (Sparer 
and Brown 1996, 182). This skepticism—it has been argued—continues 
to the present among policy researchers (Leichter 1997). 

That the focus should be on Truman's failure, as opposed to Warrens, 
is also understandable in view of the general impression that the federal 
government was the dominant force in social policy after the 1930s. As 
Robert Rich and William White (1996, 13) put it, “the New Deal initi- 
ated a period in which the federal government was ‘supreme’ and states 
were clearly in a subordinate position.” However, the same authors note 
that with regard to health care the mid-1940s was a period of fluidity. Up 
to that point, there was little federal involvement in health care outside 
“exceptions” such as care for veterans, Native Americans, or other special 


groups (ibid., 18). 


POTENTIAL FOR A CALIFORNIA MODEL 


If Warren had succeeded in enacting a California health plan, would 
other states have followed? Might the later Truman effort have been 


devoted to fostering state plans rather than enacting a single national 
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program? Might the United States, in short, have ended up with a system 
resembling Canada’s provincially operated single-payer arrangements? 
There are some reasons to think this alternative sequence of events 
was a possibility. 

First, when Warren's plan was put forward, there was no immediate 
prospect of a federal system being enacted. Nor was the employer- 
based private system anywhere as expansive as it became by the time the 
Truman plan was considered. There was—in short—a space for state 
expansion. As Thomas Anton (1989, 108) notes, “faced with situations 
that lack precedent, it makes sense for officials to find out what other 
jurisdictions have done.” There were no precedents for state-run health 
insurance systems of the type Warren proposed, so California could 
have provided one. 

Second, California was a high-profile state by various indicators. Its 
population in the 1940s grew faster than that of any other state—in 
large part because of the expansion of military-related industries. In 
1940, California was the third largest state; by 1950, its population was 
exceeded only by New Yorks. California's ports were the gateway to the 
Pacific Theater of World War II. Its Hollywood film industry attracted 
special attention to the state. Governor Warren himself was a national 
figure, declining the nomination as the Republican vice presidential candi- 
date in 1944 but accepting it in 1948. In the New York Times, despite the 
large geographic distance between California and New York, attention to 
California-related issues tended to lead those of other states outside the 
Times's tristate circulation area.! California was a state to watch. 

Third, although much work has since been done on diffusion of 
state-level legislative innovations, California was identified as a high- 
innovation state in early research on that topic. Jack Walker (1969, 883) 
ranks California third among the forty-eight mainland states in his state 
innovation index. Virginia Gray's critique of Walker questions whether 
“innovativeness” could be viewed as an inherent state characteristic and 
argued for a case-by-case approach. Nonetheless, California came out 
as the top state in her overall ranking by order of adoption of various 


legislative innovations (Gray 1973, 1184). California was one of the early 
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states to develop a network of limited-access highways (freeways) in 
the 1940s, a policy that did spread to other states, especially after the 
federal government provided resources for the interstate highway system. 
Warrens push for gasoline taxes to pay for such highway improvement 
was controversial and met with strong opposition from oil compa- 
nies. But in that instance—unlike with health care—he succeeded in 
enacting his agenda. Warren, in short, was quite capable of being what 
Thomas Oliver and Pamela Paul-Shaheen (1997, 743—746) term a 
“policy entrepreneur.” - 

Fourth, sugh California was geographically distant from key 
Midwestern and Northeastern industrial states that might have been 
followers of a California plan, it is possible for innovations to escape 
regional boundaries. A key element in such expansion is whether the 
issues involved are “nationalized” (Mooney 2001, 119). Such national- 
ization can occur when there is federal encouragement for state action 
(Eyestone 1977, 442). Unemployment insurance—a state-administered 
system operated with federal tax support—is a good example. Of course, 
it is always possible that federal resources may come with such tight 
constraints as to discourage, rather than encourage, an innovation (Karch 
2001, 28). However, there was congressional interest in fostering health 
insurance at the time the Warren proposals were put forward. 

Fifth, there was diffusion of employer-based health insurance in the 
late 1940s when government (federal or state) failed to provide an alter- 
native. Thanks to the precedent of wartime control, tax incentives, and 
Jabor union policies, the die for employer-based insurance was cast by 
the time of Truman's health plan defeat. But that was not true when 
Warren made his initial proposals for California. Health insurance in 
some form was going to spread in the 1940s, but the form it would take 


was uncertain. 
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Absent government action in Calif ame 
press for health coverage as an employer-provided private benefit. When 
unionized employers adopted health plans, many nonunion employers 
followed suit. Key figures in New York—including colorful Mayor 
Fiorello La Guardia—helped develop the privately run and financed 
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alternative, thereby unintentionally reducing the scope for a government 
system. Thus, the major subsequent government extension into the health 
field involved nonworkers: Medicare for retirees, Medicaid for welfare 
recipients, and more recent benefits for children of the working poor. For 
employees, subsequent unsuccessful efforts from Richard Nixon to Bill 
Clinton were built on extending employer coverage. not a government- 
run single-payer system. And such job-based proposals ran quickly into 
the problem of making a large number of diverse employer plans act as 


if they were part of a unified single-payer program. 


DEWEY AND WARREN OR DEWEY VERSUS WARREN? 
In one way, Warren's proposal for state-run health insurance did enter 
the national arena. Warren turned down an invitation by Thomas Dewey 
to run as the Republican vice presidential candidate in 1944. He thought 
batanar eres renda Roose ae 
losing proposition, something that would not help his own presiden- 
tial ambitions (Pollack 1979, 93). But when Dewey again offered the 
second slot to Warren in 1948, Warren accepted after being assured 
the vice presidential position would be elevated into an “assistant presi- 
dency” (Stone 1948, 153-167). The so-called dream-boat ticket, uniting 
two popular, centrist governors was seen as almost a sure thing, running 
against the accidental president, Harry Truman (Donaldson 1999, 155). 
The Truman administration, after all, was beset by strikes, inflation, a 
fractious Democratic Party, and a perilous international situation as the 
Cold War developed. 

Dewey and Warren were similar in many ways. Both originated in small 
towns and stumbled into politics. Both had established their reputations 
as prosecutors, fighting crime and corruption. Dewey had prosecuted 
high-profile gangsters. Warren, notably, had pursued stams involving 
health insurance (really sickness insurance) policies (Ross 1935a, 217). 
Both had learned to moderate their positions to appeal to Democrats. 
Warren used California's cross-filing system to run in the Democratic 


and Republican primaries; in 1946 he won both nominations and went 
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on to win his second term as governor. Dewey learned “fusion” politics 
firsthand in New York City and at times had a marriage of convenience 
with La Guardia, despite personal differences (Elliot 1983, 16, 221). 

Both Warren and Dewey ultimately became three-term governors. 
And as governors both had many similar objectives, such as road 
construction, housing, and expansion of higher education. Indeed, the 
lives of the two seemed on parallel tracks; much later when Warren 
retired from the Supreme Court, President Nixon tried unsuccessfully 
to persuade Dewey to be his successor. š 

But there were also differences. Dewey was small and standofhish. 
Warren was large and gregarious. In 1948, however, there was one key 


issue on which they sharply disagreed: health insurance. Warren was 


for a state-provided system; Dewey was adamantly opposed to the idea. ' 


Warrens original plan, formulated in late 1944, proposed covering virtu- 
ally all employees in California with state-run health insurance; an idea 
he saw as an to the needs of returning Gls (Severn 1968, 109). 
Dewey in contrast favored private voluntary insurance. 

Dewey was penne familiar with the idea of state health insurance; 
Democrats in the New York State legislature began pushing it in the 
mid-1930s. Assemblyman Robert F Wagner Jr., son and namesake of 
the (then) better-known U.S. senator, was able to pass a bill to study 
the proposal for New York State in 1938, while his father agitated for 
a federal program (Huthmacher 1968, 264; Hirshfield 1970, 79-80). 
But although subsequent plans were submitted to the state legislature, 
Dewey found the budgetary cost to be sufficient reason to oppose them 
(Smith 1982, 453, 553). 

As a candidate for president in 1944, Dewey wanted to appear 
moderate and discussed the health issue in very general terms while 


igni 


campaigning in 
run health insurance was solidified after a commission he appointed 


California (Cray 1997, 165). But his opposition to state- 
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reinforced his fears of the costs entailed.? Of course, the split between 


Dewey and Warren gave Truman a campaign issue to which Republicans 


d? Shortly before the Republican conventi 
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Dewey denounced “politicians (who) want to relegate the business of 
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curing sick people to rhe dead level of government mediocrity* And 
Warren defended his state health plan idea in a national magazine, 
decrying opponents who had used “ideological blackjack slogans” to 
defeat it (Warren 1948, 60). 

Truman—who prior to 1948 had officially supported congressional 
efforts at national health insurance but had done little to assist them— 
came out strongly in support of the notion in the 1948 election campaign. 
That strategy meant, of course, that he would have to push for national 


health insurance the following year, should he win the election. 


PRECURSORS OF WARREN'S PLAN 


As in other states, health care in California was long viewed as a private 
affair. Reformers in the early twentieth century who worried about issues 
of adequate health care availabiliry—often middle- and upper-class 
women—blended that question into a mélange of other concerns: birth 
control, health education, standards in public hospitals. Charity might be 
available to indigents needing medical services. But as targets of medical 
es (I Lothrop 1996, 


charity the poor competed with many o ther caus 


361—410). Generally, those who could pay for health care did so on a 
direct fee-for-service basis to providers rather than through insurance. 

A few employers in California, notably the influential Southern Pacific 
Railroad, did provide health services for workers. The Southern Pacific 
operated a company-run hospital for employees. Other employers had 
industrial doctors and nurses on staff in case of on-the-job injuries. By 
the late 1930s, the City of San Francisco had created a health insurance 
program, but for its municipal employees only (Starr 1982, 323). Thus, 
seeds of the idea of employer-provided health insurance were present 
before World War IL. 

California was innovative in deviating from the indivi 
fee-for-service model. A clinic in Palo Alto oe a group practice 


in the 1920s. Prepaid “capitation” arrangements such as Ross-Loos 
(established in 1929) and late 


(estaniis he G ir NG i 


1933)—essentially early HMOs—were created, but with considerable 


r Kaiser Permanente (established in 
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opposition from the medical establishment. Indeed, the founders of 
Ross-Loos were expelled from a local medical society for their transgres- 
sion (Ross 1935b, 300; Starr 1982, 300—301, 322). As it turned out, the 
capitation model fitted nicely with the postwar union push for job-based 
health insurance, once the labor movement took up the drive to create 
such plans in the late 1940s. It was easier for unions to negotiate with 
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7 employers about fixed payments to providers rather than open-ended, 
fee-for-service arrangements. Both sides of the negotiating table would 
know in advance what health expenditures would be duririg the life of 
their contract under the prepaid model. 

‘There were also innovations in fee-for-service. While doctors did not 
like any insurance systems-—fearing (correctly) that insurance providers 
would someday start negotiating prices—hospitals were less ea 
Californias Blue Cross plan goes back to 1932. The states Medical 
Society—with much internal opposition—created what became its 
Blue Shield plan, the California Physicians Service (CPS), in 1939. 
CPS founder Ray Lyman Wilbur had actually supported an abortive 
1918 attempt by referendum to create a state system in California (see 
below).° Wilbur, later president of Stanford University, had been a 
Cabinet official in the Hoover administration. In that capacity, he had 
chaired a committee that produced a major report on national health 
needs in 1932, a report that supported voluntary insurance (Starr 1982 

296-307; Somers and Somers 1961, 318; Committee on the Costs of 
Medical Care 1932). 

Indeed, there were doctors in California—some, such as Wilbur, in 
influential places—who looked with some sympathy at various proposals 
for universal, or at least expanded, health coverage. The 1918 California 
health insurance referendum episode in which Wilbur was involved 
was patt of a national agitation in that period to follow the European 
example of government-supported health care (Hirshfield 1970, 13-17). 
In the mid-1930s, Californias medical establishment flirted briefly with a 
state health plan. There was an attraction to physicians in widening the 
customer base and having bills automatically paid.” 
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Finally, California was one of the early states to adopt a Workers 
(Workmen's) Compensation system, part of the progressive reforms 
initiated by Governor Hiram Johnson, a figure admired by Warren as 
a model politician. Although workers’ compensation is more an income 
replacement plan than it is health insurance, it does have health aspects. 
And it was a precedent for state involvement in insurance to which advo- 


cates of state-run health insurance could later point. Californias early 
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enactment of workers compensation showed the states potential to be a” 
source of other social reforms. 

In 1918, as noted, there appeared on the California ballot a proposi- 
tion to amend the state constitution to permit establishment of a health 
insurance plan. Although the national American Federation of Labor at 
the time opposed such proposals, the idea had many supporters among 
union leaders in California (Anderson 1968, 76—79).° The insurance 
industry opposed the plan, however, because it included a death benefit 
that would have competed with the “industrial” life insurance policies 
then being sold commercially. Doctors were initially uncertain about the 
merits of a state-run plan but eventually opposed it, too, fearing govern- 
ment price controls. Because the idea of state insurance seemed similar to 
German social insurance, and since Germany was not a popular country 
in the World War I era, opponents tarred the California proposal as a 
Prussian plot to raise production costs in competing countries (Numbers 
1982, 7). Faced with such opposition, the plan was overwhelmingly 
defeated by the California electorate and the idea lay dormant until the 
Great Depression. 

Initially, New Deal planners of the federal Social Security system 
considered including a health insurance component. But the threat 
of doctor opposition led them to drop the proposal (Hirshfield 1970, 
42-70). Nonetheless, interest in government-provided health insurance 
was rekindled and shifted to the state level when the Roosevelt admin- 
istration gave up on it. 

In California, the California Medical Association (CMA) House 
of Delegates deviated from the official posture of the American 


Medical Association and proposed a state-run plan for lower-income 
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workers—under doctors’ control, of course. A study by UCLA professor 
Paul A. Dodd (Dodd and Penrose 1939) had documented that lower- 
income Californians often could not afford health care and provided 
potential support for the doctors’ plan. CMAs staff reported similar find- 
ings and noted that doctor incomes were being hurt by the Depression. 

Acting in response to these reports in 1935, CMA—along with the 
states dentists and nurses—pledged to cooperate with the legislature 
in creating a new plan (California Senate 1935, 83-85; CMA 1935a, 
1935b). However, the honeymoon between doctors and state insur- 
ance was short-lived. Opponents of the idea within CMA soon forced 
a retreat. And reformers outside the CMA opposed control of any state 
plan by doctors. CMA returned quickly to a position of opposing a 
state-run system. But thereafter, whenever California doctors fought 
state health insurance, proponents would point to their one-time dalli- 
ance with the notion (Somers and Somers 1961, 318; Starr 1982, 272; 
Ross 1935a; Hirshfield 1970, 78). 

California politics took a turn to the left with the election of Culbert 
Olson in 1938 as the first Democratic governor in decades. Olson had 
emerged out of the earlier unsuccessful 1934 “EPIC” campaign for 
governor by author Upton Sinclair? The state Democratic platform in 
1938 included support for the implementation of state health insur- 
ance. California health insurance advocates, such as philanthropist John 
Randolph Haynes, took heart from the platform pledge (Sitton 1999, 
65-68). A group of faculty from the University of California-Berkeley, 
including physicist J. Robert Oppenheimer (later to head the Manhattan 
Project), formed to promote a state health plan. Olson appointed two 
members of the faculty group to help draft his proposal (Huntington 
1971, 56-57). But in health care, as in many other aspects of state policy, 
Olson proved to be a weak and ineffective leader, especially in dealing 
with the legislature. 

Olson unveiled a health insurance proposal in 1939, citing state 
workers’ compensation and the more recent unemployment insurance 
system as precedents. His plan covered employees with incomes below 
$3,000 a year (about 90 percent of the workforce) on a compulsory basis 
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to avoid adverse selection. However, the self employed were to be allowed 
to join voluntarily. Payments to doctors would be on a capitation basis to 
control costs. A tax totaling 3 percent of payroll, to be shared equally by 
employers, employees, and the state, would finance the program. kb. 
new governor proclaimed his plan to be “central” to his administration. 
Olson naively appeared to believe that because the health insurance idea 
appeared in the state Democratic platform, Democrats in the legislature 
would assuredly support it (Starr 1982, 306; Olson 1942, 15-20; Burke 
[1953] 1982, 177). 

In fact, many Democrats in the state legislature were conservative, 
particularly in matters of government spending. The so-called Economy 
Bloc fretted about the cost and quickly came to oppose Olson's plan. 
At the time, proposals at the national level that would have provided 
a federal subsidy for state plans were going nowhere in Congress 
(Huthmacher 1968, 264). Had such federal funding been available, 
aus the cost to the state would have been less of an obstacle despite 
its Depression-era fiscal constraints. 

But in any event, Olson's political persuasion skills were decidedly 
limited (Harris 1961, 6). When he sought to add the initial cost of the 
health plan to his budget proposal, opponents accused him of trying 
to “smuggle” the plan through the legislature. Yet California governors 
always submit budgets at the beginning of the calendar year and must 
include whatever expenditures they foresee. Ultimately, doctor and busi- 
ness opposition killed the Olson plan. The California Federation of 
Labor also opposed it, after some deals were cut (Burke [1953] 1982, 
178). And a later attempt to reintroduce the plan by Governor Olson 
came to naught- However, the Olson proposal did provide a blueprint 
for Warren's staff in drawing up the initial Warren plan. 


DEVELOPMENT OF THE FIRST WARREN PLAN 


As state attorney general, Earl Warren feuded with Governor Olson on 
xx a 2 


a variety of issues. Warren put together a powerful can 
Olson in the 1942 gubernatorial election, attacking “C “ana wan pushing 
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for the deportation of Californias Japanese-origin population to inland 
camps, and forming an alliance with various elderly “pensionite” groups 
in the state that were then a powerful voting bloc (Mitchell 2000, 
107-147). Once elected, Warren had two advantages over the hapless 
Olson. Wartime prosperity had swelled state tax revenue, reducing 
budgetary concerns. And Warren was a more skilled politician than his 
ptedecessor. Despite his Republican credentials, Warren officially viewed 
the governorship as a bipartisan position. Thus, he always ran in the 
primaries of both parties and often appealed directly for. public support 


for his programs from Democrats and Republicans 


World War IL by attracting new workers to California's booming 


military-related industries, began to change its demographic profile 

from an elderly state to the youth state it is today. Although Warren 
ie 

had used pensionite support to be elected, he looked for other programs 


that might appeal to younger voters and to returning military personnel. 


Health insurance was again receiving an airing at the federal level as 
the war ended. Beginning in 1943, the first of a series of Wagner-Dingell- 
Murray bills was submitted to Congress. Unlike earlier proposals that 
would have subsidized state efforts, the new bills would have created a 
federally operated health insurance program. A Warren plan that put 
the responsibility at the state level might appeal, as an alternative, to 
conservatives opposed to more New Deal—type initiatives (White 1982, 
109). And liberals might be drawn back to the older idea of federal 
support of state health programs, thus providing additional resources 
to state plans. 

In his memoirs, Warren also cites concerns about sham health plans 
being foisted on a gullible public by private insurance companies and 
about families forced to do without adequate care during the Depression 
(Warren 1977, 177). There were rumors that apart from general policy 
issues, Warren was reacting to experience with high medical bills within 
his own family when he began to push for state health insurance. If so, it 


was unclear which family members were involved. 
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Given his feud with former Governor Olson, Warren never dwelled 
on the similarity of his eventual health proposal with that of his prede- 
cessor. Warren's memoirs refer to the brief flirtation of CMA with a state 
plan in 1935, but—remarkably—no mention is made there of the 1939 
Olson proposal. Warren even manages to mention the formation of the 
voluntary CPS without making reference to Governor Olson; yet CMAs 
creation of the CPS was intended to respond to the Olson proposal by 
providing a voluntary, private alternative (ibid., 177, 188). 

Although not acknowledged by Warren in his memoirs, the fact is that 
Warren's staff used the old Olson bill as a starting point i 
his new proposal.12 At the time the new plan was put forward, however, 
Warren indirectly acknowledged the Olson episode by pointing out that 
an earlier health plan had been defeated by the argument that the idea 
needed more study. So, the governor asserted, there was no need for yet 
more study in 1945 as the legislature debated his proposal.” 

While Warren was more politically adroit than Olson, his level of what 
Californians would much later call “self-esteem” proved an obstacle to his 
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health proposal. He assumed that the public would be on his side and 
would therefore pressure the legislature to do the right thing, Warren's 
thing. But public opinion was actually fluid on health matters. A 1943 
CMA-sponsored poll found that about half the population supported 
“socialized” medicine. But it also found that support for a government 
plan fell sharply if a private alternative were offered (Starr 1982, 282). 
Warren made a major error—a deviation from his practice with regard to 
other agenda issues—in not conditioning public opinion before making 


his proposals. In the terminology of Oliver and Paul-Shaheen (1997, 


747), he identified a “market opportunity, designed an innovation, but 
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neglected the marketing. 

Still, there were some efforts, albeit inadequate in hindsight, to prepare 
a case for state insurance. The Warren staff gathered information on 
military draft rejection rates to show that many young men of conscrip- 
tion age were unhealthy.’ In addition, it was erroneously reported to 


Warren that Governor Dewey—his future running mate—was about 
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to introduce a health plan in New York. Thus, momentum for creating 
state plans could be cited. 
Warren had what many members of the legislature—including some 


7 as an exclusive inner circle of advisers. In keeping 


in his own party 
with his uma A stance, these advisers and staff members might be 
either Republicans or Democrats, Bur given the controversial nature of 
a state health proposal, those outside the circle in the legislature would 
need to be persuaded. Warren, however, did not initially make an effort 
to prepare the legislature for his new plan (Johnson 1983,.69—71). 

he lack'of advance legislative involvement—although surprising in 


x: 


hindsight—was not out of keeping with Warrens approach to other 
policy initiatives. He generally took a “hands off” approach to the legis- 
lature, instead relying on public opinion and consultations with interest 
groups. Warren would announce proposals after providing the public 
with persuasive background information through various channels. But 
he avoided cultivation of support with individual legislators outside the 
inner circle (Bernstein 1970, 120—123). Warren believed in compromise 
if it proved to be necessary. He hoped, however, that he could develop 
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enough public pressure behind his propos 
members of the legislature indirectly. Often, this public-first strategy 
worked. As noted above, Warren was able to impose a gasoline tax to 
begin the development of the California freeway system despite strong 
objections of the oil industry. 

Public opinion often needs substantial preparation. In other policy 
matters, Warren set up citizen committees to study issues and to 
tun public conferences to review alternatives before making his own 
proposal (Bell 1956, 247-279). For whatever reason, he did not follow 
this procedure with health care. Rather, he formulated a plan within his 
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administration and then announced it. Thus, the first public airing of 


the i issue of state health i insurance under Warren came 1 


` 
ct 


specific proposal.!® 
Once it was announced in concept, Warren took a personal role in 
the drafting of the details of the health plan, apparently not realizing 


that marketing was the more urgent priority. He stated in early January 
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1945 that developing these details would be his “main order of business.” 
He claimed to be working until after midnight on the health proposal." 
Presidential ambitions may explain this hands-on approach to proposal 
design. Warren had already become a national figure, having turned 
down a run with Dewey as the Republican vice presidential candidate 
in 1044 Creation of a successfil health insurance system in California 


iM ar STeation Cf a Success lll tC 


could be a big asset in a possible 1948 Warren campaign for the presi- 
dency. Washington— officials in the Warren administration noted during 
the health insurance debate—was looking at the California proposal 
with interest." 

Warren recognized that doctors were likely to be the main opposition 
group. However, the governor felt he had good relations with CMA. 
He had let CMA officials recommend his director of the Department 
of Public Health, Dr. Wilton Halverson. To head off doctor opposition, 
Warren met with a group of key CMA officials in late 1944 and indi- 
cated that he would be formulating a state health pian. As it turned out, 
this personal contact did not mollify the doctors. Even the bare facts of 


the CMA-Warren meeting proved controversial. 
One of the key meeting participants, Dr. John W. Cline (later presi- 
dent of the CMA) claimed that Warren promised that the officials would 
be able to discuss the new plan with the CMAs House of Delegates early 
in 1945. In the Cline version, no public announcement of the plan by 
Warren was to be made until after this discussion. Others in the Warren 
administration, however, dispute that account and viewed the meeting as 
simply a form of courtesy communication to an interest group. 
Whatever did happen, the Warren plan was announced in late 
1944—before the CMA delegates met. Many years later, Cline was 
still so incensed at Warren that he would not even acknowledge in an 
interview that the governor was physically a large man. (Warren was 
6 feet tall and weighed 215 pounds.) Yer somehow Warren and his 
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aides had the impression after the initial contact that CMA would not 
oppose his health plan (Earl Warren and Health Insurance 1971; The 
Governor and the Public 1973, 49; Sweigert 1987, 77). They quickly 
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became aware of the doctor's likely resistance, however.'!? When the 
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CMA delegates finally met in early 1945, they opposed the already 
announced Warren proposal. 

Halverson—Warrenss director of public health—attended the CMA 
delegates meeting. He first thought the CMA might go for a study of 
alternative health plans with action on enactment delayed until 1946. 
But at most, the doctors would endorse an extension of ‘unemployment 
insurance to cover hospitalization of the unemployed.” Warren, perhaps 
sensing the inevitable opposition, politely declined to attend the CMA 
delegates meeting.” ` 

‘The angry Cline became a major CMA figure in managing the oppo- 
sition campaign to the Warren plan. He hired the seasoned California 
political consulting frm Whitaker and Baxter (also known as Campaigns, 
Inc.) to handle the campaign against a state health plan. Clem Whitaker 


Sr. and Leone Baxter, a husband-and-wife team, had run the successful 
PERCHE 
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ment in 1934—and won. ‘They were skilled at negative campaigning. 
Personalities played a role. Whitaker and Baxter had worked for Earl 
Warren during his campaign for governor in 1942. But there had been 
a falling-out between Whitaker and Warren before the election. As a 
result, great enmity remained between them (Whitaker 1989, 48), and 
thus Whitaker was happy to lead the anti-Warren plan effort. But he 
advised Cline that the medical profession could not beat something with 
nothing. CPS, the CMAs voluntary (Blue Shield) insurance plan, needed 
to be expanded as a credible alternative to Warren's proposal. 
California's business community reacted more slowly than the doctors. 
Initially, the states Chamber of Commerce issued a rather neutral analysis 
of the Warren plan and other competing health bills (California State 
Chamber of Commerce 1945). But by late February, the state Chamber 
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California less competitive with other states by t boosting payroll taxes.” 
The local Los Angeles Chamber followed in opposition on 1 March (Los 
Angeles Chamber of Commerce 1945). Both groups argued that a state 
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budget deficit would result from the plan. 
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Apart from doctor and business opposition, a rival bill was submitted 
by the Congress of Industrial Organizations (CIO), thus splitting 
labor union support for state health insurance.” At the time, unions 
were divided into two camps, the American Federation of Labor (AFL) 


and the more radical CIO. Warren's plan was based on fee-for-service 


reimbursement of medical services, probably because it was thought less 


likely to engender doctor opposition. After all, the doctors’ own CPS 
was a fee-for-service arrangement. In contrast, doctors had shown their 
hostility to private capitation systems such as Ross-Loos and Kaiser. But 
the CIO wanted a capitation system—not fee-for-service—while the 
more conservative AFL supported the Warren plan. 

The issue of fee-for-service versus capitation also raised a question 
for Kaiser and Ross-Loos. How would organizations that charged on a 
capitation basis fit into Warren's plan for fee for service?” Warren even- 
tually asserted that his plan would somehow accommodate capitation 
systems.” But exactly how it would do so was unclear. 

Finally, there were c omplaints from groups that felt left out of the 


Warren plan: chiropractors, visiting nurses, Christian Science healers, 
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and optometrists? Had Warren followed his earlier prac 
consultation before making a specific policy proposal, some of these 
concerns could have been handled. Or, at least, the scope of potential 
opposition would have been better known in advance. 

Warren's plan (denoted AB 800 in the Assembly and SB 500 in 
the Senate) was to be financed by a 3 percent payroll tax. Half (1.5 
percent) was to be paid by employers and the other half was to be paid 
by employees. Both employees and their dependents would be covered. 
A state authority would be created to administer the program. Ir, in 
turn, would be run by a ten-member board with the director of public 
health as an ex officio pia sea There would be three employer repre- 
sentatives (with one a farmer), two from organized labor (pr esumably 
AFL and CIO representatives), one from government employees, three 
doctors, and a dentist. Plan coverage would extend to wage earners with 

anual pay between $300 and $4,000. Routine doctor services would 
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be covered, as would a variety of related services such as hospitalization 
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and X-rays. Doctors could join or not join the plan; there would be no 
compulsion on the supply side. Those physicians that joined would—as 
noted above—be paid on a fee-for-service basis. 

The competing CIO bill (AB 449) had a higher annual wage limit: 
$5,000. CMA also submitted a bill (AB 1200)—again on the principle 
that you cannot fight something with nothing. Its bill proposed that 


workers receive cash sickness benefits from the unemployment compensa-— 


tion fund with incentives to enroll in voluntary plans, such as the CMAS 
own CPS.7 Not to be outdone, the California Farm Bureau submitted 
two bills (SB 218 and 219) to increase access to county hospitals and to 
license voluntary plans through the Department of Public Health. 

Tt was not until late January that the Warren administration seemed 
to realize that it needed a sharpened strategy to influence public opinion. 
A question-and-answer press release was then drafted. The health 
proposal was said to be based on the same principle as government 
funding of the public schools. Favorable editorial comments on, the 
Warren proposal were circulated. Individuals from the private sector 
who might be good spokespersons for the Warren plan were identified” 
‘The CIO was asked to back the Warren bill and drop its proposal. But 
the CIO would not abandon capitation for the governor's fee-for-service 
approach.” To make matters worse for the prospects of the Warren bill, 
the CIO argued that the governor's proposal was not financially viable, 
precisely because it did not use capitation. By pushing that point, the 
CIO provided indirect support to other critics of the Warren plan who 
claimed it was fiscally unbalanced. 


DEFEAT OF THE FIRST WARREN PLAN 


Eventually, it became evident to the Warren administration that a major 
campaign would be necessary to enact its proposal. Two radio programs 
were set up for late February 1945.4 In the first broadcast, the governor 
outlined the proposal, arguing that an insurance approach was appro- 
priate for medical costs. His second radio address was more pointed, 
attacking the CMAs argument that the Warren plan would produce 
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budget deficits and new taxes. Shortly thereafter, the Bureau of Public 


z Administration at the University of California—Berkeley reported that 
š the proposed 3 percent payroll tax would indeed provide adequate 
š funding for both the Warren and the CIO plans (May 1945, 29). There 
Š were charges and countercharges on this point and on other issues. 

3 Radio was not the sole province of the governor; CMA also used 
= ___ radio to attack the Warren proposal. Warren's radio addresses avoided — 
$, mentioning the CIO bill. Probably, the governor-did not want to give the 
# rival plan publicity. But on their face, both plans were similar except for 
=. capitation, an issue that might have seemed arcane to the average radio 


listener. Thus, CMA referred to’ the Warren-CIO plan, as if they were 
one, hoping to tar Warren's proposal with the radicalism associated with 
the CIO (Harvey 1959, 230). 

With television barely on the horizon, radio was a key battleground 
for political controversy. But newspapers were also very important. 
Whitaker and Baxter had developed a distribution network—the 
California Feature Service—that provided editorials on issues of the 
day. They used the network to offer editorials opposing the Warren plan 
to papers around California. Still, on the one hand, some important 
a newspapers, such as the Los Angeles Daily News and the Sacramento Bee, 
X supported Warren. On the other hand, the influential Los Angeles Times 
was strongly opposed to any state health insurance proposal. 

; Although both sides enlisted public opinion, ultimately the matter 
3 had to be fought out in the legislature. The Warren administration 
therefore sought to provide expert testimony to lawmakers that would 
support its proposed health plan. An obvious candidate was the previ- 
5 ously mentioned Paul A. Dodd of UCLA, who had become active on 
i health issues in the 1930s, particularly at the time of the abortive Olson 
š proposal. Dodd and Ernest F Penrose of the University of California— 
Berkeley had published a voluminous report on health conditions in 
California in 1939. However, Dodd and Penrose were not measured 
in their language, referring to opponents of a compulsory state system 
as “reactionaries” and calling for a state takeover of private hospitals. 


Moreover, they supported capitation, not fee-for-service. So Dodd and 


SAS 


« 
z 
` 


204 IMPEDING EARL WARREN 


Penrose could not be good witnesses for Warren (Dodd and Penrose 
1939, 430-431, 440). 

Unfortunately, the key expert the Warren administration chose had a 
biemish. Dr. Nathan Sinai of the University of Michigan was indeed a 
well-known expert on health insurance. But his oe were in veterinary 
medicine and public health. ‘Thus, Opponents ridiculed him asa “horse 
doctor” with expertise in “mosquito abatement” (Wollenberg 1981, 383; 
Sweigert 1987, 82). Opponents also sought to manufacture a scandal, 
questioning whether Sinai’ travel expenses had been paid by state funds. 
In the end, poor Sinai was left plaintively asking, “What has all this to do 
with the validity of my testimony concerning this legislation?” * 

Opponents of the Warren plan initially argued that a two-thirds vote 
would be needed to pass it, a notion disputed by the administration. As 
it turned out, there was no vote by either the full Assembly or the Senate 
on the actual plan. The Assembly's Public Health Committee on a 7-3 
vote refused to send the Warren bill (and the CIO bill) to the house 
floor. The Republican floor leader at that point advised eae to drop 
the issue or risk endangering other parts of his legislative agenda.” 

Warren refused to withdraw from the fray, and an attempt was 
made by friendly legislators to force health insurance to the floor. In 
an acrimonious debate, opponents noted that Warren's floor manager, 
Assemblyman Albert Wollenberg of San Francisco, had opposed the 
old Olson plan. Wollenberg replied that his thinking had “advanced” 
and that the Olson and Warren plans were not identical. But such 
defenses were not sufficient to save the proposal. The Assembly voted 
39—38 against bringing the Warren plan to the floor (and 42—34 against 
bringing forward the CIO bill). With the Assembly refusing to vote on 


the Warren plan, no action was taken in the Senate. The first Warren 


Warren remained determined and was affronted by the e legislative tactics 


used to kill his proposal; the issue was now personal. So he came back 
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with a second plan (AB 2201), this one a cut-down version of the orig- 
inal covering only hospitalization for employees and dependents. Since 
the new plan did not cover doctor bills, it was to be supported by a 2 
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percent payroll tax (instead of 3 percent under rhe old plan) split 50-50 
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— had been less resistant to experimentation dan doctors; their 
early Blue Cross plans, for example, originated before the doctor-run Blue 
Shields came along. So Warren may have hoped for less opposition. 

While it might seem that doctors would be unconcerned with a 
hospital-only plan, that was not to be the case. A hospital plan could be a 
foor in the door to a later plan covering doctors, something CMA feared 
(Harvey 1959, 237). Or—worse from the viewpoint of CMA—hospitals 
might start to offer (state-subsidized) medical services in competition 
with doctors. 

With the same opposition groups denouncing the second Warren 
lan, events followed the fate of the first. The proposal was tabled 8—5 
in the Assembly Public Health Committee, and an attempt was then 
made to force it to the floor. Warren called upon memories of the great 
flu epidemic after World War I to rally support. He argued that if such 


an epidemic were to reoccur now that World War II was drawing to 
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a close, the states population would face financial ruin. Opponents 
complained that a governor should not “lobby” for his own legislative 
goals, a strange and remarkable proposition.” When the vote to bring 
the second Warren plan to the Assembly floor was called, the proposal 
failed by 45-32. For the balance of the 1945-1946 legislative session, 


there were no more health insurance proposals from the governor. 


WARREN'S CATASTROPHIC HEALTH INSURANCE PLAN 


Voters did not hold Warren's actions on health insurance against him, 
quite the contrary. When he ran for re-election in 1946, he won the 
nominations of both the Republicans and Democrats in the primary. And 


with only minor party opposition, he was then re-elected overwhelmingly 
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in November 1946. Armed with a strong public mandate from the voters, 
Warren thought he could finally prevail on health insurance in the next 
legislative session. Given the seeming mandate, he again did not set the 
stage with public forums or informal legislative consultations. In late 
1946, he simply announced there would be a new health care proposal 
to be submitted to the legislature in early 1947. A repeat of the 1945 
scenario was thus set in motion. 

‘The new plan was still less comprehensive than the second plan. It 
was to cover only major hospital expenses; that is, it was a “catastrophic” 
program. ‘And, since job-based health insurance had started to spread 
in the postwar period, it had what today would be called a “play or pay” 
feature. Employers could provide a plan that met the minimum benefits 
of the state plan through private insurance. But if they did not, they 
would be compelled to join the state plan. The state plan—for those 
employers who chose to “pay” rather than play—would be supported by 
a 2 percent payroll tax split evenly between employer and employee on 
the first $3,000 of wages a year. 

Despite these compromises—as compared to the first and second 
pians— Warrens third proposal was killed, this time in the Senate. The 
bill produced the same coalition of opposition from the medical and 
business communities that the earlier proposals had. Although one 
Senate committee reported favorably on the Warren bill (SB 788), the 
Committee on Governmental Efficiency tabled it with a 9—0 vote. The 
companion bill (AS 1500) remained bottled up in the Assembly Public 
Health Committee, which never voted on it after the Senate outcome. 

With the third defeat, Warren changed his health focus to less contro- 
versial areas such as new hospital construction, a program that was 
eligible for federal ek Mental health was another area targeted by 
Warren. Freudian ideas were by then being popularized. And Hollywood 
films, such as Spellbound (1945) and The Snake Pit (1949), which dealt 
with mental health issues, had attracted public attention. Whitaker and 
ies their Lo reputations enhanced by the defeat of Warren's 
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The closest the state came to health insurance in the Warren era was 
adoption of a state disability plan for employees. Much later attempts 


at state health insurance in California were also to be unsuccessful, as 


noted below. Indeed, the only state to adopt and operate a plan—in this 
instance through an employer mandate—was Hawaii in the 1970s.” 
And the Hawaii plan in the 1970s did not have the demonstration effect 
for other states that a California plan in the mid-1940s might have had. 
Increasingly, the spread of employer-provided health insurance had taken 
the edge off proposals for government-run single-payer health programs. 
Some of the credit or blame for that situation goes to Warrens 1948 


running mate, Thomas Dewey, an opponent of state health insurance. 


DEVELOPMENTS IN NEW YORK 


Given Dewey's adamant opposition, advocates of widespread health insur- 
ance in New York had to seek alternatives to a state-run pim New York 


The city's sns flamboyant Fiorello La Guardia—had presidential 
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ambitions of his own; he resented Deweys greater ability to pursue them. 


La Guardia, despite his nominally Republican affiliation, had close ties 
with organized labor. He was impressed with the ability of local apparel 
unions to provide health care for their members through private arrange- 
ments (Kessner 1989, 398-399, 462—470). But he also knew that for the 
vast majority of workers, such facilities were not available. As early as 1934, 
Mayor La Guardia unsuccessfully urged the local medical community to 
work out a group insurance system with the state legislature.” 

La Guardia supported national health insurance.“ But nothing like 
that was going to happen during World War II when military matters 
were the top priority. And with Congress shifting to the right, even an 
immediate postwar national plan was unlikely. Action at the New York 
State level was foreclosed by Dewey's opposition. Finally, La Guardia felt 
ce the suy could not aitend to operate a plan for all of its residents. 
constrain tady by the ciny's municipal credit union 
outlining the financial pene faced by city workers when they became 
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ill could be used for limited local action (Kessner 1989, 553-554). La 
Guardia used the report to create a committee to study a prepayment 
plan for city employees in 1943. In an echo of the reaction of California's 
doctors when the Olson plan was threatened, New York doctors then 
responded by setting up a Blue Shield—type plan to head off less palatable 
alternatives. Meanwhile, doctors appointed to La Guardias committee 
pushed for a traditional fee-for-service approach within a plan limited to 
those of very low income. No committee consensus could be reached. 
Given the deadlock, the mayor set up a new committee. With the aid 
of foundation loan support, the end result was creation of the private 
Health Insurance Plan (HIP). Among the members of HIP’s original 
board was Henry J. Kaiser, whose firm had fostered Kaiser Permanente 
in California.” But unlike Kaiser Permanente, HIP did not own hospi- 
tals. And it did not directly employ doctors. Rather, it contracted for 
service on a capitation basis with groups of doctors for medical services. 
HIP required enrollees to choose a primary care physician to act as a 
“gatekeeper” in contemporary parlance, referring patients to specialists 
only when necessary ( Jaskow 1953, 136-137). The HIP model thus had 
procedures that appear in today’s HMOs and managed care systems. 
By the time HIP started operations in 1947 (after La Guardia was 
no longer mayor), it had 400 doctors under contract in 22 groups 
(Starr 1982, 322). For hospitalization, HIP was linked to Blue Cross. 
Although HIP was compulsory for city employees, an important feature 


was that other nonprofit employers were encouraged to join. And private 


employers, labor unions, and fraternal organizations could enroll.“ 
Only individuals were excluded to avoid problems of adverse selection 
(Deardorff 1947, 157). 

La Guardias HIP was thus differentiated from earlier plans for 
government employees. For example, as noted above, San Francisco City 
and County employees already had a plan. But that 1937 program was 
not open to other groups (Garbarino 1960, 206~207). In the same way, 
the Group Health Association of Washington, DC, was set up only for 
federal workers. Public policy in New York City, in contrast, had created 
a health plan that was built on a base of city workers but was aimed at 
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attracting nongovernment groups. As his committee worked out the 
details of HIP, La Guardia hoped that his plan would somehow spark 
creation of a national program of comprehensive health insurance. But 
inadvertently he had fostered something else: a private job-based alterna- 
tive to a government-run plan. "s 
Although HIP was originally based on city employees, its provisions 
permitting private and nonprofit employers to join eventually trans- 
formed it into a prototype of current practice. HIP’s early enrollees 
were found to be more educated, more likely to be in professional and 
semi-professional occupations, and of higher income than the general 
New York City population: They were also less likely to be members of 
minority groups (Commonwealth Fund 1957, 21—28). This pattern can 
be observed today in the United States (and in California) and is charac- 
teristic of a job-based, voluntary system of health insurance. f 
With the defeat of the Warren plans, California was out of the running 
to create a model state plan that others might emulate. New York, the 
largest state in the country at the time and a center of liberal thought, 
might have been another state that could have led the nation down a road 


s + Nex la y IH t x such thin. 
to state-run health insurance. Buc Dewey's opposition to any suc h 


diverted La Guardia and other potential supporters of government-run 
health insurance in another direction. Although Dewey did not defeat 
Truman in 1948, he may nonetheless have indirectly defeated Warren's 
hope for state-level single-payer health insurance. An alternative direc- 
tion in New York would have helped Warren in California. As noted, 
when his first health plan was being formulated. Warren was erroneously 
told that Dewey was supporting a plan in New York. For that matter, a 
victory for Warren in California might have eased Dewey's opposition 
in New York, perhaps leading figures such as La Guardia to move fora 
California-type plan—rather than HIP—in New York. 


WHAT IF? 


With hindsight, history tends to look like a logical flow of events. Forces 
can be identified that seem to explain the sequence. What happened 
appears inevitable. There is a tendency to forget that every regression 
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model purporting to “explain” observed behavior contains an error term 
reflecting a margin of uncertainty. 

So was the evolution of U.S. health insurance as an employer-based 
system with less than universal coverage preordained? Clearly, a state 
plan for California did not appear to be a hopeless cause to Earl Warren 
in the mid-1940s. He would not have invested political capital in trying 


_to enact one if the task appeared impossible to accomplish. And Warren's -.. 


record in other aspects of California politics showed him to be an astute 
politician. But his general astuteness failed him in the case of health care 
when he neglected to develop and cultivate public support for the general 
concept of state insurance. 

Suppose Warren had done a better job in promoting his plan—the 
kind of job he did in overcoming oil company opposition to taxes for 
highway development. Suppose Warrens health plan had been enacted 
in California before the great growth in private union plans occurred. 
A success by Warren in California might have sparked liberals in other 
states to push to emulate the California example. Unions—seeing hope 
for state plans—might have moved more slowly in negotiating private 
alternatives. Dewey might have been less vocal in his opposition to a 
state plan in New York. HIP might not have developed as it did. 
‘Truman might have pushed for enactment of federal support for state 
plans rather than a federally run system. The web of interest groups that 
promoted “Harry and Louise” TV ads to kill the Clinton health plan 
might never have developed. Within firms, espécially large firms, a group 
of personnel executives whose status depended on running costly health 
plans might not have come into existence (Martin 2000, 173). Instead, 
the United States might have moved toward a system similar in broad 
terms to what exists today in neighboring Canada. By the same token, 
defeat of Warren's health plans may have discouraged politicians in other 
states from proposing similar programs. 

What might have happened is, of course, ultimately speculation. 
The possibility of an alternative sequence of events cannot be proved. 
But the California experience at least provides a plausible scenario for a 
different outcome. And it suggests that the turning point in U.S. health 
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care history may well have come before defeat of the Truman proposal 
and that its location may well have been Sacramento in 1945-1947, not 
Washington, DC, in 1949. f 
Nonetheless, California today has an above-average rate of uninsured 
petsons in its population. Its county emergency rooms have become 


poeri - Giessen if 
the de facto health care providers of last resort for indigents. Even 


California would have led to a different contemporary picture. 


there had been no emulation effect elsewhere, a success by Warten in 


AN ECHO OF THE PAST IN CALIFORNIA 


Since Warren's era, attempts have been made periodically in ee 
to interest the electorate or the legislature in a state health plan. None o 
these has been successful. But two noteworthy examples appeared on the 


state ballot in the 1990s. f 
The first, Proposition 166, was placed on the ballot with the backing 
of the CMA. Just as the CMA flirted with a state-run, but doctor- 
controlled, health insurance fund in the mid-1930s, CMA sought te 
create a doctor-controlled employer mandate plan in 1992. Under its 
Affordable Basic Care (ABC) Initiative, employer-provided health insur- 
ance would have been required. But state entities would also have been 
created that would have constrained the managed care practices that 
have become the nemesis of physicians. f 
Liberal groups opposed the doctors’ proposal in 1935 over the issue 
of doctor control and did so again in the case of Prop 166. Opponents 
to Prop 166 included the state AFL-CIO, the California pluses 
Association, and Consumers Union. They combined their opposition 
with that of conservative business and taxpayer groups. The electoral 
success of U.S. Senate candidate Harris Wofford on a health care plat- 
form in Pennsylvania in 1991 may have suggestedto CMA that health 
care would be a winning proposition in 1992. Je certainly was a factor in 
candidate Clinton's espousal of a national health system in the presidential 
election (Peterson 1998, 187). Nonetheless, Prop 166 was defeated with 


a 68 percent vote for no. In yet another replay of history, the enemies of 
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the Clinton plan imported the services of California consultants who had 
helped defeat Prop 166, just as the opponents of Truman had imported 
Whitaker and Baxter in 1949 (Johnson and Broder 1997, 203). 

The subsequent Proposition 186 was a true throwback to the Warren 
era. When the Clinton plan was defeated at the national level in 1994, 
advocates of universal health coverage proposed a state-run single-payer 
system for California. The notion that those who forget—or more prob- 
ably are ignorant of—history repeat it received much support in this 
episode. At least Warren did not have to deal with firmly ensconced job- 
based health insurance when he first made his proposal in 1944-1945. 
But the proponents of Prop 186 assuredly did. The proposition went 


down to crushing defear with 73 percent of the voters opposed, about ; 


the same margin that defeated the “German” notion of state insurance in 

California in 1918. Remarkably, the supporters of Proposition 186 later 
7 1 ` - hi ad 4 ad x . 

portrayed their massive electoral loss as a valuable learning experience 


(Farey and Lingappa 1996). 


CONCLUSION 
In 1887, Edward Bellamy wrote the prophetic novel Looking Backward 
in which a utopian America of 2000 is depicted. Among the wonders 
he envisioned was a universal health care program available through a 
kind of credit card system (Bellamy [1887] 1917, 121-122). It did not 
quite work out that way. But it might have—had Earl Warren succeeded 
in enacting his health plan in California and had other states followed 
the California example. The American system of voluntary employer- 
paid health insurance with less than universal coverage seems to many 
observers today to be an inevitable product of the balance of forces 
that were in play after World War II. Much effort has been devoted to 
trying to explain why the seemingly similar United States and Canada 
inexorably make different social policy choices. But perhaps the U.S.- 
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Canada divergence in the area of health insurance was not as inevitable 


as contemporary observers suppose. 
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NOTES 


The author thanks staff members of the California State Archives and the Tamiment 
Institute library of New York University for their assistance. Helpful comments were 
received from Michael Dukakis, Sanford Jacoby, Arleen Leibowitz, Mark Peterson, and 


anonymous referees. Opinions expressed are those of the author. 

1. Times coverage by state was measured by inches of space in the New York Times 
Index under each states heading in 1945 and 1946. Generally, state coverage varied posi- 
tively with population and negatively with distance from New York City. A few southern 
states received substantial coverage due to segregation-linked news. A simple cross-state 
regression explaining Times state coverage excluding the tristate circulation area of New 
York, New Jersey, and Connecticut is: 

INCHES = 5.96* + .07** POP — .69°* LOGDIST + 5.04" CALDUM + 10.51 ** SOUTHSEG 
(Adjusted R? = .79. *Significant at 5 percent level. **Significant at 1 percent level. N = 
45. INCHES = sum of column inches devoted to text on a state in 1945 and 1946 in the 
Index; POP = residential population in 1945 in millions based on interpolation of the 1940 
and 1950 censuses; LOGDIST = natural log of distance of state capital from New York 
City in miles; CALDUM = dummy for California: SOUTHSEG = dummy for Georgia, 
Mississippi, and Missouri. CALDUM varies in significance across different specifications.) 

2. “Dewey Board Split over Medical Care” New York Times, 16 February 1946. 

3. Truman regarded California as 2 land of “crackpots” but had a warm regard for 
Warren, in part because of Warrens stance on issues such as health insurance. As governor, 
Warren was able to call on Truman to assist on a matter related to offshore gambling in 
California. Warren later returned the favor by serving as a trustee of the Truman presiden- 
tial library. Weaver 1967, 138; Ferrell 1980, 128. 

4. “Dewey Attacks Medical Control,” New York Times, 21 February 1948. 

5. The American Medical Association later reinstated the Ross-Loos founders after 
the state association had upheld the expulsion by its Los Angeles affiliate. “Coast Group 
Medicine Gains,” New York Times, 20 August 1939. 

6. Wilbur's name can be found on an advertisement in support of the proposition in 
the Los Angeles Times, 3 November 1918. 

7. Years larer, Harry Truman wondered why doctors adamantly opposed his plan to 
subsidize use of their services; Ferrell 1980, 302-303. 

8 Until the 1930s, the American Federation of Labor followed the doctrine of 
“soluntarism,” distrusting governmental action. Programs such as health insurance or unem- 
ployment insurance should be left to private collective bargaining, according to this view. 

9. Sinclair's EPIC platform (for End Poverty in California) involved the takeover of 
Depression-idled factories and farms by the state, financed by some sort of new California 
currency. Although the EPIC campaign changed state politics by making che Democrats 
the majority party in California, Sinclair lost the 1934 election after a massive campaign to 


re-elect the incumbent Republican governor on the part of the business establishment. 
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10. U.S. Senator Robert Wagner was the congressional proponent. but he could not 
obtain support from President Franklin Roosevelt. In a replay of the California experience 
in the World War I era, Senator Wagner believed thar his German origins had helped kill 
the proposal. 

11. Californias disproportionarely elderly electorate was the source of various plans 
to provide government pensions to the aged. These included the Townsend Plan, a rival to 
Social Security ar the federal level, and the “Ham and Eggs” movement for state pensions to 
be funded by a new California currency. The pensionite groups promoting these schemes 
felt betrayed by Olson. Warren was able to entice them by promising to put their represen- 
tatives on a new state pension commission if elected. 

12. Beach Vasey to legislative file, 27 December 1944, F3640:6093, Earl Warren 
Collection, California State Archives, Sacramento. 

13. “Governor Will Push Health Insurance Plan,” Sacramento Bee, 10 January 1945, 1. 

14. Kenneth H. Leitch to Verne Scoggins, 18 December 1944, F3640:6071, Earl 
Warren Collection. 

15. Helen MacGregor to Warren, 28 December 1944, F3640:6093, ibid. 
16. Years later, neither Warren aide William Sweigert nor Assemblyman Albert 
Wollenberg (who acted as floor manager for the Warren bill) could explain why Warren did 
not use a conference or committee to develop public support for his healch plan; Sweigert 
1987, 81-82. 
17. “Governor Will Push Health Insurance Plan,’ Sacramento Bee, 10 Jañuary 1945. 
18. “Warren Tax Bills Are Set for Hearing,” Sacramento Bee, 7 March 1945, p. 1. 
19. MacGregor to Warren, 29 December 1944, F3640:6093, Earl Warren Collection. 
20. CMA resolution of 6 January 1945, ibid. Such an extension of unemployment 
insurance would have conflicted with federal law, according to Warren administration staff. 
Vasey to Warren, 11 January 1945, ibid. 
21. Warren to Philip Gilman, 3 January 1945, ibid. 
22. “State Chamber Hirs Health Insurance,” Sacramento Bee, 22 February 1945. 
23. MacGregor to Warren, 2 January 1945, F3640:6093, Earl Warren Collection. 
24. William T. Sweigert to Warren, 5 January 1945; Vasey to Warren, 1 March 1945 
and 3 April 1945, ibid. 
25. “Warren Faces Political Crisis in Legislature,” Sacramento Bee, 5 March 1945. 
26. Vasey to Warten, 5 January 1945; Vasey to MacGregor, 8 January 1945; Vasey to 
Warren, 26 February 1945; Geoffrey Davis to Warren, 6 March 1945, ibid. 
27. As noted above, legal barriers were cited within the Warren administration to such 
use of unemployment compensation. 
28. Sweigert to MacGregor, Scoggins, and Vasey, 30 January 1945, ibid. 
29. Scoggins to Warren, 30 January 1945, ibid. 
30. Vasey to Warren, 13 February 1945 (two memos), ibid. 
31. Radio talk press releases, 21 and 28 February 1945, ibid. 
32. “Expert Terms Health Plans Self Supporting,” Sacramento Bee, 28 March 1945. 
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33. “Bourbon Chief Backs Health Insurance Idea” ibid., 6 March 1945. 

34. “Warren Fights to Revive His Health Plan, ibid., 4 April 1945. 

35. “Warren Health Bill Move Is Lost 39 to 387 ibid., 11 April 1945. 

36. “Warren Blisters Opponents of His Hospital Bill’ ibid, 30 May 1945. 

37. “Legislarors Set Adjournment for 16th of the Month,’ ibid., 5 June 134r 

38. “Warren Will Press for Broad State Health and Hospitalization Plans,’ ibid., 28 


December 1946. I I 
39. Massachuserts adopted a stare health plan in the 1980s but repealed it before imple- 


menration, Hawai had to obtain a special congressional dispensation from-ERISA, the_ 


federal Employee Retirement Income Security Act of 1974 ce regulates Bennie program 
to implement its program. Massachusetts used aplay- pay strategy in i ae p 
mented plan. A per-employee tax was imposed by Massachusetts from which emp! Oye 
could exempt themselves by providing health insurance to their workers. Other states in 


the lare 1980s and early 1990s flirted with the idea of employer mandates but pulled back 
when implementation deadlines approached. See Oliver and Paul-Shaheen 1997 on the 


experiences of Massachusetts and other states. E 

40. “La Guardia Urges Group Medicine,” New York Times, 7 December 1934. 

41. Referring to federal legislation to establish national health insurance when La 
Guardia announced the outlines of HIP, the mayor said. “Our hopes at the present time 
are based on enactment of rhe so-called “Wagner-Murray-Dingell’ bill” Medical Care Plan, 
te The New York version of Blue Shield was called United Medical Serie La 
Guardia wanted UMS to he folded into his own HIP plan—once it had been created—bur 


i i t thing. 
the State Medical Society was not amenable to any such thing _ 
43. Kaiser apparently was asked to join instead of Wendell Willkie, the 1940 


Republican presidential candidate; Prospectus, n.d. Handwritten corrections on the docu- 
Nillkie and pencil in Kaiser. 

OT eae x salen from the original base was slow. About 80 percent of HIP 

enrollees were still New York City municipal workers in 1950; Jaskow 1953, 184. 

45. The HIP plan allowed employees elective coverage of dependents, which could 
have led to adverse selection. However, a minimum proportion of rhe employment group 
had to elect dependent coverage or it would nor be provided to anyone n the group. ci 
also allowed individuals who lost coverage because of a job change to buy individual policies, 


again raising the potential of adverse selection. 
E “Health Insurance Plan Praised by Mayor, New York Times, 9 November 1944. 
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